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PREFACE

This publication is the twenty-eighth in a series produced by the Institute’s staff through use
of the Institute’s National Automated Accounting Research System (NAARS). Earlier publica
tions in the series are listed on the inside cover of this publication.
The purpose of the series is to provide interested readers with examples of the application of
technical pronouncements. It is believed that those who are confronted with problems in the
application of pronouncements can benefit from seeing how others apply them in practice.
It is the intention to publish periodically similar compilations of information of current inter
est dealing with aspects of financial reporting.
The examples presented were selected from over eight thousand annual reports stored in the
NAARS computer data base.
This compilation presents only a limited number of examples and is not intended to encom
pass all aspects of the application of the pronouncements covered in this survey. Individuals with
special application problems not illustrated in the survey may arrange for special computer
searches of the NAARS data banks by contacting the Institute.
The views expressed are solely those of the staff.
George Dick
Director, Technical Information Division
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I
SCOPE AND PURPOSE OF THE SURVEY

ENTERPRISES IN UNUSUAL CIRCUMSTANCES

Some business enterprises are presently operating in unusual circumstances. Some of
them—called troubled enterprises in this publication—are enterprises whose independent accoun
tants have called attention in their reports to the uncertainty whether the enterprises will con
tinue to exist. Others have been reorganized under Chapter 11 of the United States Bankruptcy
Code. Others are in the process of being liquidated.
Two authoritative pronouncements dealing with accounting for events that are frequently
experienced by troubled enterprises have been issued:
• AICPA Accounting Principles Board Opinion 30, “Reporting the Results of Operations.”
• FASB Statement of Financial Accounting Standards No. 15, “Accounting by Debtors and
Creditors for Troubled Debt Restructurings.”
Two authoritative pronouncements dealing with accounting for enterprises that have been reor
ganized have been issued:
• AICPA Accounting Research Bulletin No. 43, Chapter 7A, “Quasi-Reorganization or Cor
porate Readjustment.
• AICPA Accounting Research Bulletin No. 46, “Discontinuance of Dating Earned Surplus.”
Enterprises operating in the unusual circumstances described above also present problems to
independent accountants who are engaged to examine their financial statements. In reporting on
the financial statements of any enterprise, an independent accountant must consider whether
there is substantial doubt about the enterprise’s ability to continue in existence and, if so, must
modify his or her report accordingly. Guidance in those circumstances is provided by AICPA
Statement on Auditing Standards No. 34, “The Auditor’s Considerations When a Question Arises
About an Entity’s Continued Existence.”
Statement No. 34 is reproduced in the appendix to this survey.
SOURCE OF ILLUSTRATIONS

Accounting for enterprises that are operating in the unusual circumstances described above
requires considerable judgment, as does reporting on the financial statements of such an enter
prise by an independent accountant. An accountant who is employed by such an enterprise and is
confronted with problems in accounting for it can benefit from learning how other accountants are
accounting for them in practice. An independent accountant who has been engaged to examine the
financial statements of such an enterprise and is confronted with problems in reporting on them
1

can benefit from learning how other independent accountants are reporting on them in practice.
Accordingly, this publication presents recently published financial statements (Chapter 5), ex
cerpts from recently published financial statements (Chapters 2, 3, and 4), and reports of inde
pendent accountants (Chapters 2, 3, 4, and 5) that illustrate accounting for such enterprises and
reporting on them by independent accountants.
The AICPA National Automated Accounting Research System (NAARS) was used to com
pile the information. The 21 examples presented were selected from more than 8,000 published
annual reports to stockholders stored in the computer data base.
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II
TROUBLED ENTERPRISES NOT
IN THE PROCESS OF REORGANIZING

Most troubled enterprises in NAARS were not in such serious trouble that they were in the
process of reorganizing under Chapter 11 of the United States Bankruptcy Code when this survey
was made. Ten examples of enterprises not in the process of reorganizing are presented in this
chapter.
ADAMS RESOURCES & ENERGY, INC
Notes to Consolidated Financial Statements
Note 1—Summary of Significant Accounting Policies
••••
Going Concern Status
The financial statements of the Company have been prepared on a going concern basis which
contemplates the realization of assets and the satisfaction of liabilities in the normal course of busi
ness. During the three years ended December 31, 1982, the Company incurred net losses from
operations of $11,719,000, $39,111,000 and $2,585,000, respectively. At December 31, 1982, the Com
pany had a working capital deficit of $5,340,000 (including $2,259,000 working capital deficit of the
discontinued coal operations) and a shareholders’ deficit of $21,152,000. These factors, among others,
indicate that the Company may be unable to continue as a going concern. The Company’s continuation
as a going concern appears to be dependent upon its ability to sell its remaining coal assets (see Note 3)
and to generate sufficient cash flow from operations or other asset sales in order to reduce its
outstanding bank indebtedness and to return to profitable operations. The financial statements do not
include any adjustments relating to the recoverability and classification of recorded asset amounts or
the amounts and classification of liabilities that might be necessary should the Company be unable to
continue as a going concern.
••••
Note 2—Long-Term Debt
• • • •

In September 1981 the Company closed a bank loan agreement which, among other things,
provides for a loan commitment subject to periodic redeterminations of the Company’s borrowing
base. The loan agreement provides that, at the dates for redetermination of the borrowing base, to the
extent the then outstanding debt under the loan agreement exceeds the redetermined borrowing
base, the excess will become due and payable to the bank. The loan agreement also places certain
restrictions on the Company and its subsidiaries with respect to additional borrowing, the purchase or
sale of assets and the payment of annual dividends on its common and preferred stock. The Company
is required to maintain a specified current ratio and amount of consolidated net worth. The current
borrowing base of $27,000,000 was established at October 31, 1982. Pursuant thereto, the Company
reduced its bank debt of $33,700,000 at December 31, 1981 to $27,000,000 at December 31, 1982.
3

As a result of its 1981 net loss, the Company was in default under certain provisions of its bank
loan agreement from January 1, through April 22, 1982. On April 23, 1982 the Company signed an
amendment to its loan agreement (the “First Amendment”) with its lending bank. Under terms of
the First Amendment, the Company’s borrowing base was established as of June 30, 1982 with
subsequent redeterminations to be made periodically. In addition, certain loan covenants were
changed such that the Company was no longer in default under its loan agreement. At September 30,
1982, the Company was not in compliance with the consolidated net worth provision of the First
Amendment and the Company’s lending bank waived this requirement through March 31, 1983. At
December 31, 1982 and through March 14, 1983 the Company was not in compliance with the current
ratio requirement of the First Amendment. Effective March 15, 1983 the Company executed a loan
amendment (the “Second Amendment”) with its lending bank which changed certain of the loan
covenants to cure all defaults. The Second Amendment provides that, through March 31, 1984, the
Company is required to maintain at least a current ratio of .5 to 1.0, excluding current maturities of
long-term debt and shareholders’ deficit can not exceed $18,000,000 (the $4,000,000 of redeemable
preferred stock is to be considered as additional shareholders’ equity). Subsequent to March 31, 1984,
these two covenants will be reinstated as originally written (consolidated net worth to be not less than
$26,000,000 and a current ratio of not less than 1.15 to 1.00). Also, the date at which the loan will
convert to an installment note was changed from June 30, 1983 to June 30, 1984. A redetermination of
the borrowing base will be made on April 30, 1983 and subsequent redeterminations will be at the
bank’s discretion but will not be less than every three months. At March 21, 1983, the Company was in
compliance with the provisions of the loan agreement as amended.
A condition to the First Amendment was the Company’s execution of a Put Agreement with the
bank and KSA Industries, Inc. (“KSA”), a corporation of which all the voting stock is held beneficially
by K. S. Adams, Jr., chairman of the Company. The Put Agreement provides that, to the extent the
Company’s outstanding debt exceeds the borrowing base at June 30, 1982 and April 30, 1983, KSA
would be required to purchase certain specified assets in an agreed order from the Company, at
specified prices or, in certain cases, at appraised values at the time of sale, to enable the Company to
reduce its bank debt to the required balances as of those dates. No action was required by KSA at
June 30, 1982. The Put Agreement further provides that KSA can acquire a maximum amount of
$4,000,000 of specified assets to meet the April 30, 1983 required payment.
At March 21, 1983, the Company has contracts for sale of seven marketing properties and letters
of intent from two parties interested in purchasing certain producing oil and gas properties. These
sales, which are subject to the execution and closing of definitive contracts, will generate sales
proceeds of approximately $3.3 million. The net proceeds from these sales and sales of additional coal
assets will be used to further reduce the bank debt which had been reduced to $26,200,000 at March
21, 1983.
At the end of 1982, the Company refinanced certain trade accounts payable through notes payable
with payments to begin in 1983 on a monthly basis for approximately one year.
The scheduled aggregate principal maturities of the Company’s long-term debt for the next five
years and thereafter are: 1983—$496,000; 1984—$3,320,000; 1985—$5,725,000; 1986—$5,712,000;
1987—$5,525,000; and thereafter—$8,201,000.
Report of Independent Public Accountants
To Adams Resources & Energy, Inc.:
We have examined the consolidated balance sheet of Adams Resources & Energy, Inc. (a Dela
ware corporation) and subsidiaries (the Company) as of December 31, 1982 and 1981, and the related
consolidated statements of operations, shareholders’ investment (deficit) and changes in financial
position for each of the three years in the period ended December 31, 1982. Our examinations were
made in accordance with generally accepted auditing standards and, accordingly, included such tests
of the accounting records and such other auditing procedures as we considered necessary in the
circumstances.
As reflected in the accompanying financial statements, the Company incurred net losses from
operations of $11,719,000, $39,111,000 and $2,585,000 for each of the three years in the period ended
December 31, 1982. At December 31, 1982, the Company had a working capital deficit of $5,340,000
(including $2,259,000 working capital deficit of the discontinued coal operations) and a shareholders’
deficit of $21,152,000. These factors, among others, as discussed in Notes 1, 2 and 3 indicate that the
Company may be unable to continue as a going concern. The Company’s continuation as a going
concern appears to be dependent upon its ability to sell its remaining coal assets and to generate
sufficient cash flow from operations or other asset sales in order to reduce its outstanding bank
4

indebtedness and to return to profitable operations. The financial statements do not include any
adjustments relating to the recoverability and classification of recorded asset amounts or to the
amounts and classification of liabilities that might be necessary should the Company be unable to
continue as a going concern.
In our opinion, subject to the effects on the financial statements of such adjustments, if any, as
might have been required had the outcome of the uncertainties about the recoverability and classifica
tion of recorded asset amounts and the amounts and classification of liabilities referred to above been
known, the financial statements referred to above present fairly the financial position of Adams
Resources & Energy, Inc. and subsidiaries as of December 31, 1982 and 1981, and the results of their
operations and the changes in their financial position for each of the three years in the period ended
December 31, 1982, in conformity with generally accepted accounting principles applied on a consis
tent basis.
March 21, 1983
AMERICAN HOME SHIELD CORPORATION
Notes to Consolidated Financial Statements
Note M—Future Operations
During 1982, the Company borrowed $700,000 in short-term funds, sold equity to private inves
tors amounting to $168,333, and increased its equity capital by $2,558,450 through the exchange of
certain debt securities (including a portion of the debt issued during 1982) for equity securities (notes
F and I). In addition, during the period January 1, 1983 through March 31, 1983, the Company
increased its equity capital in excess of $372,000 through the issuance of Series B and C Convertible
Preferred Stock (approximately $252,000 Series B and $120,000 Series C).
Management believes that the recent stabilization of reduced interest rates will continue to
reinforce a sustained recovery of residential real estate sales, from which the Company should benefit.
While management is confident that premium written during 1983 will exceed premium written
during 1982, there can be no assurance that the expected magnitude of volume growth will be
experienced, nor that service costs and selling, general and administrative costs can be maintained at
budgeted levels. Should the Company’s expectations materialize, however, additional capital will not
be required in order for it to continue operations, although additional equity capital would be desir
able.
While there can be no assurance that any additional capital can be raised, if required, the
Company is continuing to investigate methods of doing so. In that connection the Board of Directors
has approved and has called a meeting of shareholders, among other things, to consider the approval
of a 1-for-4 reverse stock split.
In addition, the Board of Directors has authorized management and the Company’s investment
bankers to commence an investigation of a public offering of the Company common stock, to raise
additional equity capital for the Company. There can be no assurance that any such offering can or will
be effected in the near future.
Certain of the Company’s assets, particularly the excess of cost over fair value of net assets of
businesses acquired, are realizable only through future operations.
Auditor’s Report
To the Stockholders and Board of Directors
American Home Shield Corporation
We have examined the consolidated balance sheets of American Home Shield Corporation (a
Delaware Corporation) and Subsidiaries as of December 31, 1982 and 1981, and the related consoli
dated statements of operations, stockholders’ equity (deficit) and changes in financial position for the
three years ended December 31, 1982. Our examinations were made in accordance with generally
accepted auditing standards and, accordingly, included such tests of the accounting records and such
other auditing procedures as we considered necessary in the circumstances.
The accompanying financial statements have been prepared in conformity with generally ac
cepted accounting principles, which contemplate continuation of the Company as a going concern;
however, the Company has sustained substantial operating losses during the past three years. As
more fully described in note M, the Company sold additional preferred stock subsequent to December
31, 1982; however, continuation as a going concern is dependent upon the Company attaining suffi
ciently profitable operations and/or obtaining additional financing in amounts sufficient to satisfy all of
5

its liabilities as they become due. Recoverability of a significant portion of the recorded asset amounts
shown in the accompanying balance sheet is dependent upon continued operations of the Company.
In our opinion, subject to the effects on the financial statements of such adjustments, if any, as
might have been required had the outcome of the uncertainty about the recoverability of recorded
asset amounts and the ability to fund liabilities referred to in the paragraph above been known, the
financial statements referred to above present fairly the consolidated financial position of American
Home Shield Corporation and Subsidiaries at December 31, 1982 and 1981, and the consolidated
results of their operations and changes in their financial position for the three years ended December
31, 1982, in conformity with generally accepted accounting principles consistently applied.
In connection with our examinations of the financial statements as of December 31, 1982 and 1981
and for the three years ended December 31, 1982, we have also examined the schedules listed in the
index at Item 13 (a)(2). In our opinion, such schedules present fairly the information required to be set
forth therein.
February 28, 1983
ASTRO DRILLING COMPANY
Notes to Consolidated Financial Statements
2. Economic Environment of the Industry
The depressed economic conditions which currently exist within the petroleum industry have had
a negative impact on the Company’s operations since March 1982. As a result of these depressed
conditions, an unprecedented number of drilling rigs are idle and their collateral value has substan
tially eroded. All of these factors, as long as they exist, will continue to affect adversely the Com
pany’s future profit margins and cash flows.
On December 8, 1982, the Company was informed by the bank providing the Company’s current
line of credit that borrowings thereunder will be limited to amounts advanced through November 30,
1982 ($13,500,000) pending further discussions regarding collateral values and other matters.
If the current depressed economic conditions continue to exist, the continuation of the Company
as a going concern will depend upon its ability to attain satisfactory levels of future cash flows either
from profitable operations or from additional debt financing, debt modification or additional capital
financing. The accompanying consolidated financial statements have been prepared on a going concern
basis and do not include any adjustments relating to the recoverability and classification of recorded
asset amounts or the amounts and classification of liabilities that might be necessary should the
Company be unable to continue in existence.
Report of Certified Public Accountants
The Board of Directors
Astro Drilling Company
We have examined the accompanying consolidated balance sheets of Astro Drilling Company at
September 30, 1982 and 1981 and the related consolidated statements of operations, stockholders’
equity and changes in financial position for each of the three years in the period ended September 30,
1982. Our examinations were made in accordance with generally accepted auditing standards and,
accordingly, included such tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.
Due to the depressed economic conditions that currently exist within the petroleum industry, the
continuation of the Company as a going concern is dependent upon its ability to attain satisfactory
levels of future cash flows from profitable operations or from additional debt financing, debt modifica
tion or additional capital financing (see Note 2). The consolidated financial statements have been
prepared on a going concern basis and do not include any adjustments relating to the recoverability
and classification of recorded asset amounts or the amounts and classification of liabilities that might
be necessary should the Company be unable to continue in existence.
In our opinion, subject to the effects on the 1982 consolidated financial statements of such
adjustments, if any, as might have been required had the outcome of the uncertainty referred to in the
preceding paragraph been known, the statements mentioned above present fairly the consolidated
financial position of Astro Drilling Company at September 30, 1982 and 1981 and the consolidated
results of operations and changes in financial position for each of the three years in the period ended
September 30, 1982, in conformity with generally accepted accounting principles applied on a consis
tent basis during the period.
November 12, 1982, except for Notes 2 and 5, as to which the date is December 8, 1982.
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DE TOMASO INDUSTRIES, INC.
Notes to Consolidated Financial Statements
Note A—Summary of Significant Accounting Policies
1. Basis of Financial Statement Presentation: The consolidated financial statements referred to
above have been prepared on the going-concern basis which contemplates the realization of assets and
liquidation of liabilities in the ordinary course of business. However, the Company incurred substan
tial operating losses in 1982, resulting in a deficiency in assets and working capital at December 31,
1982, Litl6,303,000,000 ($11,322,000) and Lit13,477,000,000 ($9,359,000), respectively, and are unable
to meet their current obligations as they become due. Although no assurances can be given that
financing will continue to be made available by or through GEPI (an agency of the Italian government)
management knows of no circumstances which would preclude such continued financing.
••••

Auditor’s Opinion
Shareholders and Board of Directors
De Tomaso Industries, Inc.
Red Bank, New Jersey
We have examined the consolidated balance sheets of De Tomaso Industries, Inc. and sub
sidiaries as of December 31, 1982 and 1981, and the related consolidated statements of operations,
shareholders’ equity (deficiency in assets) and changes in financial position for each of the three years
in the period ended December 31, 1982, all expressed in Italian lire. Our examinations were made in
accordance with generally accepted auditing standards and, accordingly, included such tests of the
accounting records and such other auditing procedures as we considered necessary in the circum
stances.
As more fully described in Note A, the Company has a deficiency in assets and working capital at
December 31, 1982 and has incurred a substantial operating loss for the year then ended and is unable
to meet their current obligations on a timely basis. Continuation of the Company as a going concern is
dependent upon its ability to achieve profitable operations and to obtain adequate financing. The
accompanying consolidated financial statements do not include any adjustments relating to the recov
erability and classification of recorded asset or liability amounts that might be necessary should the
Company be unable to continue as a going concern.
In our opinion, subject to the effects on the consolidated financial statements of such adjustments,
if any, as might have been required had the outcome of the uncertainty referred to in the preceding
paragraph been known, the financial statements referred to above, expressed in Italian lire, present
fairly the consolidated financial position of De Tomaso Industries, Inc. and subsidiaries at December
31, 1982 and 1981, and the consolidated results of their operations and changes in their financial
position for each of the three years in the period ended December 31, 1982, in conformity with
accounting principles generally accepted in the United States applied on a consistent basis.
As explained in Note B, the Company has concluded that its primary financial statements should
be shown in Italian lire. The accompanying financial statements, expressed in U.S. dollar equivalents,
have been prepared for the convenience of the shareholders of De Tomaso Industries, Inc., and have
been translated at the rate of exchange prevailing at March 21, 1983. We have reviewed this transla
tion, and in our opinion, the 1982 financial statements expressed in Italian lire have been translated
into U.S. dollars on the basis described in Note B to the financial statements.
March 21, 1983
EARTH SCIENCES, INC.
Accountants’ Report
The Board of Directors and Shareholders
Earth Sciences, Inc.:
We have examined the consolidated balance sheets of Earth Sciences, Inc. and subsidiaries as of
December 31, 1982 and 1981 and the related consolidated statements of operations, stockholders’
deficit and changes in financial position for each of the years in the three year period ended December
31, 1982. Our examinations were made in accordance with generally accepted auditing standards and,
accordingly, included such tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.
7

The consolidated balance sheets at December 31, 1982 and 1981 include investments in the
Alumet Partnership and Alex Joint Venture of $230,317; mineral properties, including deferred explo
ration and development costs of $1,677,658 and $1,668,972, respectively; construction in progress of
$18,433,079 and $16,720,605, respectively, and associated deferred charges of $410,547 and $642,197,
respectively. The recovery of the Company’s investment in these assets is dependent upon future
profitable operations from such assets or a sale of the Company’s interests therein.
As shown in the consolidated financial statements, the Company incurred net losses of $2,853,745
during the three year period ended December 31, 1982 and as of December 31, 1982, the Company’s
current liabilities exceeded its current assets by $480,746. These factors, among others, as discussed
in the preceding paragraph, indicate that the Company may be unable to continue as a going concern.
The consolidated financial statements do not include any adjustments relating to the recoverability
and classification of recorded asset amounts or the amounts and classification of liabilities that might
be necessary should the Company be unable to continue as a going concern.
In our opinion, subject to the effects on the consolidated financial statements of such adjustments,
if any, as might have been required had the outcome of the uncertainty about the recoverability and
classification of recorded asset amounts and the amounts and classification of liabilities referred to in
the preceding paragraphs been known, the aforementioned consolidated financial statements present
fairly the financial position of Earth Sciences, Inc. and subsidiaries at December 31, 1982 and 1981 and
the results of their operations and the changes in their financial position for each of the years in the
three-year period ended December 31, 1982, in conformity with generally accepted accounting princi
ples applied on a consistent basis.
We have also reviewed the adjustments giving effect to the transactions described in note 13 and
reflected in the pro forma consolidated balance sheet and, in our opinion, such adjustments have been
properly applied to the historical consolidated balance sheet of Earth Sciences, Inc. and subsidiaries as
of December 31, 1982 to reflect those transactions.
May 16, 1983
INTERNATIONAL HARVESTER COMPANY
Notes to Consolidated Financial Statements
1. Summary of Accounting Policies
Basis of Presentation
The Company’s consolidated financial statements have been presented on the basis that it is a
going concern, which contemplates the realization of assets and the satisfaction of liabilities in the
normal course of business. The Company is undergoing a financial restructuring (see Note 5) with its
lenders and is implementing an operational restructuring plan (see Notes 3 and 4) under which a
significant amount of the Company’s assets are being disposed of in other than the normal course of
business. Carrying values of certain of these assets are based on estimates that may not materialize as
presented due to the uncertainty of future events.
Although it cannot be assured that the Company will be able to continue as a going concern in
view of the unsettled economic environment in the United States, Canada, and Europe, management
expects that the operational restructuring along with the financial restructuring will permit the
Company to survive the current economic downturn.
••••

3. Operational Restructuring
In 1982, the Board of Directors approved an operational restructuring plan, under which the
scope of the Company’s business will be narrowed to its core businesses consisting of the production in
North America and Europe and the marketing worldwide of agricultural equipment and the produc
tion in North America and marketing worldwide of trucks. Accordingly, the Company completed the
sale of the major portion of its domestic construction equipment business on November 1, 1982 and
contemplates the sale or closing of a number of other domestic facilities and the sale or cessation of a
number of foreign operations. The loss on disposal of the construction equipment business is included
in the loss of discontinued operations (see Note 4).
A provision of $444 million for operational restructuring costs other than those associated with
the disposal of the construction equipment business is reported in the 1982 statement of consolidated
income (loss) as an unusual item. This charge, which is based on estimates using information currently
available and subject to change as the plan is completed, is summarized as follows:
8

Reduction of carrying value of net assets to estimated
realizable value recorded by:
Consolidated companies...............................................................................
Nonconsolidated companies.........................................................................
Estimated operating losses during period of sale or phaseout...................
Additional pension costs..................................................................................
Employee severence pay.................................................................................
Other ................................................................................................................
Total..................................................................................................

1982
Unusual Item
(Millions of dollars)
$182
15
89
93
20
45
$444

This provision includes a charge of $86 million relating to the Company’s investment in its
Australian subsidiary which was placed in receivership on September 30, 1982. Sales of the Australian
subsidiary for the eleven months ended September 30, 1982 were $238 million and resulted in a net
operating loss for the same period of $29 million which is included in Income of Nonconsolidated
Companies.
Future costs associated with the divestiture of the construction equipment business (Note 4) and
other restructuring actions are recorded on the statement of financial condition at October 31, 1982 as
accrued restructuring costs. Costs for actions to be completed in fiscal year 1983 are classified as
current liabilities, while costs to be incurred after October 31, 1982, such as additional pension costs
are classified as non-current liabilities.
The amounts reported as accrued restructuring costs in the liability section of the statement of
financial condition at October 31, 1982, and the amounts reported as not affecting funds on the
statement of changes in financial position for the year ended October 31, 1982 were as follows:
Restructuring Actions
Discontinued
Unusual Operations
Item
(Note 4)
(Millions of dollars)
Total restructuring provision included on 1982 statement
$444
$326
of income.......................................................................................
Less:
Operating losses incurred during disposal period through
(8)
(32)
October 31, 1982.......................................................................
Provision, net of funds used, reported on statement of changes
436
294
in financial position.......................................................................
Less:
Reduction in carrying value of net assets to estimated
realizable value recorded by:
(182)
(216)
Consolidated companies........................................................
(15)
—
Nonconsolidated companies.................................................
Add:
Major modernization and expansion program accrual
___ 2_
____ 2
previously recorded..................................................................
$241
$ 80
Total accrued restructuring costs at October 31, 1982...................

Current liability........................................
Non-current liability.................................
Total accrued restructuring costs at
October 31, 1982.............................

Total
Accrued
Restructuring
Costs
$107
214

$ 61
180

$ 46
34

$321

$241

$ 80
9

Net assets of the construction equipment business and other operations to be divested under the
Company’s operational restructuring plan are reported as assets on the statement of financial condi
tion at October 31, 1982 at their estimated realizable value. The estimated realizable values of these
net assets are classified as current if disposition is projected to occur prior to October 31, 1983, and
non-current if disposition is scheduled after October 31, 1983.
Amounts reported on the statement of consolidated financial condition at October 31, 1982 are
represented by the following:

Realizable value of net assets being divested:
Classified as a current asset:
Book value prior to writedown...............................................
Reduction in carrying value to estimated realizable value..
Total realizable value of net assets being
divested—current ...........................................................
Classified as a non-current asset:
Book value prior to writedown...............................................
Reduction in carrying value to estimated realizable value..
Total realizable value of net assets being
divested—non-current ....................................................

_____Restructuring Actions
Discontinued
Unusual Operations
Item
(Note 4)
Total
(Millions of dollars)
$420
(125)

$312
(216)

$732
(341)

$295

$ 96

$391

$ 78
(57)

$ 78
(57)

$ 21

$ 21

4. Discontinued Operations
The operating results and gain (loss) on the disposal of discontinued operations have been segre
gated as separate components in the statements of consolidated income (loss) and of changes in
consolidated financial position. The effect of discontinued operations on net income (loss) for the years
ended October 31 is shown as follows:
Construction equipment
Sales and other revenues...............................................................
Operating (loss) before income taxes............................................
Income tax benefits (charges)........................................................
Operating loss..............................................................................
Loss on disposal:
Reduction of carrying value of net assets to estimated
realizable value........................................................................
Estimated operating losses during period of sale or phaseout
Additional pension costs.............................................................
Employee severence pay..............................................................
Other ............................................................................................
Total loss on disposal..........................................................
Total construction equipment (loss).................................
Solar
Sales and other revenues...............................................................
Operating income before income taxes.........................................
Income tax (charges)........................................................................
Operating income.............................................................................
Gain on sale.......................................................................................
Total Solar gain..................................................................
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1981
1980
1982
(Millions of dollars)
$ 433 $ 748 $ 762
$ (13) $ (63) $(154)
62
(5)
(68)
(92)
(13)
(216)
(34)
(37)
(8)
(31)
(326)
$(339)
—
—
—
—
—

—

—

—

—

—

—

—

—

—

—

—

—

$ (68)

$ (92)

$ 286
$ 6
(1)
5
276
$ 281

$342
$ 8
(3)
5
—

$ 5

Wisconsin Steel

Operating loss before income taxes..............................
Valuation adjustment..................................................... .......................
Income tax benefit..........................................................
Total Wisconsin Steel (loss)............................ .......................
Income (loss) of discontinued operations......................... .......................
Per Common Share
Construction Equipment:
Operating loss.............................................................. .......................
Net loss on disposal.................................................... .......................
Solar:
Operating income........................................................
Net gain on sale..........................................................
Wisconsin Steel:
Operating loss..............................................................
Valuation adjustment................................................. ........................
Total discontinued operations........................ .......................

(55)
$ (55)
$(394)

$ (5)
(33)
—
$ (38)
$ 175

—
(54)
27
$ (27)
$(114)

$ (.40) $(2.10) $(2.95)
(10.10) —
—
.17
.15
8.57
—
(.16)
—
(.89)
(1.69) (1.02)
$(12.19) $ 5.44 $(3.67)

Construction Equipment:
On November 1, 1982, the Company sold substantially all of its construction equipment business.
The sale included a manufacturing plant in Libertyville, Illinois; a parts warehouse in Broadview,
Illinois; various Company-operated stores, and certain inventory, technology, machinery, and equip
ment. In addition, as part of the same transaction, the Company has agreed to sell its German,
Canadian, and French construction equipment operations, but the closings with respect to the sale of
such operations have not taken place and are subject to certain conditions, including obtaining neces
sary government and lender approvals. While the purchaser has agreed to assume certain of the
Company’s purchase order and warranty obligations, the Company will retain certain other obliga
tions including those applicable to employees not hired by the purchaser. The $100 million purchase
price has been adjusted by approximately $17 million for obligations assumed by the buyer. Of the
balance of $83 million, the Company received approximately $45 million in cash at the U.S. closing.
In September 1982, the Company sold its Payhauler product line (earth-moving off-highway
trucks), which was a part of the construction equipment business, for approximately $13 million in
cash and notes.
In February 1982, the Company realized a $30 million gain from the sale of its 50% interest in
Komatsu International Manufacturing Company, a joint venture, for $52 million in cash.
An agreement has been entered into effective October 1, 1982 to sell the Company’s construction
equipment manufacturing subsidiary, Yumbo S.A., to a group of Yumbo executives. The agreement
includes the transfer of plant facilities and work in process and finished goods inventories to the new
owners.
Solar:
On July 31, 1981 the Company sold Solar, its Turbo Machinery business, for $505 million in cash
with a resultant gain of $276 million.
Wisconsin Steel:
On March 27, 1980, the Company assumed ownership of certain iron and coal mining properties of
its former Wisconsin Steel Division. These properties were security for $50 million of notes received
when EDC Holding Company (EDC) acquired the Wisconsin Steel Division from the Company on July
31, 1977. In addition, the mines also served as security for other indebtedness to the Company and
guarantees which the Company provided to third parties on behalf of EDC.
On March 31, 1980, EDC and certain of its steel and transportation subsidiaries filed Chapter 11
bankruptcy petitions.
A provision of $27 million, net of taxes on income, was recorded in 1980 for the estimated losses on
receivables from EDC and liabilities assumed by the Company under various guarantees, reduced by
the estimated value of the mining properties. These liabilities include $10 million for estimated un
funded and nonguaranteed vested benefits of participants in various retirement plans for former
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Wisconsin Steel Division employees. A further provision of $33 million was recorded in 1981 for the
estimated loss on the intended sale of the iron mining properties. Operation of the mining properties
resulted in a $5 million loss during 1981.
During the second quarter of 1982, a provision of $41 million was made to write down iron ore
pellet inventories and an additional loss of $8 million was incurred in the third quarter when the
Company’s interest in the repossessed iron ore mining properties was sold for $14 million. The pellet
inventories were sold in the fourth quarter and, in view of pending litigation, $15 million of the sale
proceeds has been placed in escrow pending the resolution of the EDC counterclaim described in Note

20.

See Note 20 for legal actions and claims concerning the Wisconsin Steel Division.
5. Financing
Effective November 1, 1981, the parent Company and its wholly-owned credit subsidiary, Inter
national Harvester Credit Corporation, (IHCC), entered into agreements with their bank and insur
ance company lenders under which $1.5 billion and $2 billion, respectively, of the Company’s and
IHCC’s previously existing term loans, lines of credit, and revolving credit agreements were consoli
dated or replaced by term loans. The parent Company assumed $239 million of IHCC debt and IHCC
transferred cash to the parent Company equal to the debt assumed.
Under these agreements, the parent Company’s cash interest payments in excess of 16% per
annum on a quarterly basis were deferred through the issuance of Subordinated Notes and Warrants.
IHCC’s cash interest in excess of 11% per annum on a quarterly basis was deferred through the
issuance of Interest Deferral Notes and Subordinated Notes and Warrants. Each $62 principal amount
of Subordinated Notes issued by the companies entitled the holder to one Subordinated Note Accom
panying Warrant convertible into one share of Common Stock of the Company at a price of $10 per
share.
As of October 31, 1982, the Company and IHCC had issued $16 million and $6 million principal
amount of Subordinated Notes, respectively, and IHCC had issued $94 million of Interest Deferral
Notes. In addition, 351,448 Subordinated Note Accompanying Warrants had been issued to the
lenders as of October 31, 1982.
The term loan agreements were amended in April and again in July 1982, in order for the
Company to avoid non-compliance with the minimum net worth and ratio of liabilities to net worth
covenants.
As a result of significant losses of continuing operations before unusual item in fiscal year 1982
and the substantial provisions for costs in connection with its operational restructuring plan (see Note
3), the parent Company and its lenders negotiated further amendments of the term loan. These
amendments provide for further relief from cash interest payments and for the conversion of a portion
of term loan principal and interest to equity subject to certain conditions.
The amended term loan agreement provides further relief from cash interest payments by allow
ing the parent Company to defer paying in cash the quarterly amount of interest up to 16% on a per
annum basis which is in excess of specified per annum rates of 0%, 2%, 4%, and 7% for the first
through fourth calendar quarters beginning June 30, 1982, respectively, and 11% for the remaining
period of June 30 through December 15, 1983, through issuance to the lenders of Interest Deferral
Notes maturing December 15, 1983 in amounts equal to the deferred cash interest payments. Interest
in excess of 16%, at the Company’s option, continues to be payable in the form of Subordinated Notes
with Subordinated Note Accompanying Warrants rather than cash.
The amended term loan agreement provides for the parent Company’s lenders, subject to certain
conditions, to convert up to $350 million in interest and debt principal into equity on a 3-to-1 matching
basis against qualifying contributions made by suppliers, dealers, public debenture holders, and
others to the Company’s equity or cash position. Qualifying contributions are made by supplier
assistance in the form of price reductions, extended payment terms, and improved delivery ar
rangements, by the issuance of a new Series A Preference Stock offered to the Company’s dealers and
to others, and through an exchange offer to holders of certain of the Company’s publicly-held deben
tures.
The period for conversion of term loan debt commences with the fourth quarter ended October 31,
1982 and extends through December 15, 1983, with conversions to be made for each of five successive
fiscal quarters on the established conversion dates. On each conversion date, the lenders will convert
to equity an amount of interest and debt principal equal to three times the amount of qualifying
contributions obtained by the parent Company for that quarter which has not previously been
matched by the lenders, except that no more than $200 million of the principal may be converted on
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the first three conversion dates. Interest and debt principal is to be converted in the following order of
priority: first, interest accrued on term loans to the parent Company through the last full fiscal
quarter (but not including interest payable in cash up to the “specified per annum rates”); second, the
Interest Deferral Notes of the Company and accrued interest thereon; and third, the principal of the
parent Company’s term loans.
The lenders will receive 1.43 shares of Series B Preferred Stock for each $1,000 of interest and/or
debt principal converted. Forty-three detachable warrants will accompany each share of Series B
Preferred Stock, with each Series B Preferred Stock Accompanying Warrant being exercisable during
the period of June 15, 1983 through October 31, 1999 to purchase one share of common stock at a
specified price. If the entire $350 million of interest and debt principal is converted to equity, the
private lenders will receive at least 21,521,500 Series B Preferred Stock Accompanying Warrants.
(See Notes 21 and 22)
The parent Company has offered to exchange $500 principal amount of its new 18% Sinking Fund
Debentures Due 2002 (the “New Debentures”) plus 80 Warrants for each $1,000 principal amount of
its 8⅝ % Sinking Fund Debentures; $400 principal amount of New Debentures plus 80 Warrants for
each $1,000 principal amount of its 6¼% Sinking Fund Debentures, and $500 principal amount of New
Debentures plus 80 Warrants for each $1,000 principal amount of its 9% Sinking Fund Debentures.
The Company has offered to exchange up to $140 million principal amount of the 8⅝ %, 6¼%, and 9%
debentures. The New Debentures, limited in aggregate principal amount of $70 million, would be
accompanied by up to 11,200,000 Warrants. Commencing on December 15, 1993, and on each De
cember 15 thereafter, to and including December 15, 2001, 10% of the aggregate principal amount of
New Debentures originally issued are required to be redeemed by sinking fund payments at the
principal amount thereof plus accrued interest, with the balance due on December 15, 2002.
Each share of Series A Preference Stock will be convertible into 3.75 shares of Common Stock not
to exceed a total of 11,250,000 shares.
As of the first conversion date, firm commitments of supplier assistance had been received which
exceeded the $50 million maximum subject to lender matching as of October 31, 1982. Qualifying
contributions subject to lender matching on the first conversion date also included issuance of Series A
Preference Stock of $.3 million and an increase in equity of $24.3 million from the acceptance of the
exchange offer by the Company’s public debenture holders. Under this exchange offer, outstanding
debentures with a book value of $31.2 million were exchanged for New Debentures with a market
value of $6.9 million and 2,508,880 Warrants valued at $2.5 million. The resulting gain of $21.8 million
has been classified as Extraordinary Income.
As a result of the qualifying contributions, $142 million of term loan principal and $82 million of
interest (interest on term loans of $19 million and Interest Deferral Notes of $63 million) were
converted as of October 31, 1982 into 320,233 shares of Series B Redeemable Preferred Stock and
15,469,607 Series B Preferred Stock Accompanying Warrants valued at $203 million and $21 million,
respectively. As of October 31, 1982, the balance due December 15, 1983 under the term loan
agreements was $1.4 billion for the parent Company and $2 billion for IHCC. An additional $0.1 billion
of term loans for the Company and $0.2 billion of term loans for IHCC mature after December 15,
1983.
On each of the four remaining conversion dates, the lenders will be required to convert to equity
an amount of interest and any remaining level of debt principal equal to three times the amount of
qualifying contributions obtained by the Company 5 days prior to the conversion date which has not
previously been matched by the lenders. Since $142 million of principal was converted to equity on the
first conversion date, principal conversions on the second and third conversion dates will be limited to
$58 million. As the maximum amount of supplier assistance allowed for lender matching has been
achieved, further qualifying contributions will take the form of Series A Preference Stock issued to
dealers and others and further debenture exchanges under the exchange offer.
Under the parent Company’s amended term loan agreement and other commitments, substan
tially all of its assets other than inventories are pledged as collateral, including the stock of subsidiary
companies.
20. Pending Litigation
On February 9, 1981, EDC Holding Company (EDC) and its related subsidiaries (See Note 4)
filed an objection to the proof of claim filed by the parent Company (hereinafter identified as the
“Company” in this note) in the pending Chapter 11 bankruptcy proceedings and further filed a
counterclaim against the Company. The objection seeks to disallow the Company’s secured claims and
to subordinate the Company’s claims to all other claims. The counterclaim asks the bankruptcy court
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to subordinate the Company’s claims to all other claims against EDC; to set aside the Company’s
mortgages, liens and security interests; to require the Company to return to EDC the value of the iron
and coal mining properties (See Note 4) and to charge the Company for all claims against EDC. The
counterclaim also seeks monetary judgment against the Company based on purchases of iron ore
pellets by the Company prior to the bankruptcy. On October 27, 1981, the bankruptcy court denied the
Company’s summary judgment with respect to the counterclaim and on March 30, 1982, EDC filed an
amended counterclaim, naming as additional defendants the members of the Company’s Board of
Directors as of July 31, 1977, when the Wisconsin Steel Division sale occurred. The amended coun
terclaim alleges fraud by the Company and by the individual defendants and seeks the same relief
(potentially in excess of $200 million) as the original counterclaim, as well as unspecified damages for
the alleged fraud. The bankruptcy court’s refusal to grant the Company’s motion to dismiss the fraud
allegations was appealed by the Company to the U.S. District Court for Northern Illinois on De
cember 3, 1982.
A class action suit was filed December 1, 1981, on behalf of former employees of Wisconsin Steel
alleging fraud by the Company in the sale of Wisconsin Steel and seeks judgment against the Company
for severance pay, supplemental unemployment benefits, certain pension-related payments in an
unspecified amount, as well as punitive damages in the amount of $3 million.
On December 19, 1981, the Pension Benefit Guarantee Corporation (PBGC) filed a suit against
the Company and certain other defendants requesting the court to adjudicate the Wisconsin Steel
Works Non-Contributory Pension Plan terminated on May 16, 1980 and seeking to establish respon
sibility for funding of vested retirement benefits resulting from the termination.
A second suit was filed by the PBGC on November 10, 1982 requesting the court to adjudicate the
Retirement Plan for Certain Salaried Employes of Wisconsin Steel Corp., Chicago and West Pullman
and Southern Railroad, and Benham Coal, Inc. This suit seeks to establish responsibility for funding of
vested retirement benefits resulting from termination of the plan and to hold the Company responsible
for some or all of the pension benefits for which the PBGC would otherwise be responsible.
While these Wisconsin Steel-related actions are subject to many uncertainties and delays, the
Company has been advised by outside counsel that it has strong legal defenses to liability.
A purported class action suit has been filed against the Company alleging violations of the
Securities Act of 1933 and the Securities and Exchange Act of 1934, in connection with the offering
and issuance by the Company of three million shares of its $5.76 Cumulative Convertible Preferred
Stock, Series C, under a Registration Statement and Prospectus dated October 15, 1980. This action
seeks damages exceeding $30 million and recission of the purchases totalling $150 million. A second
class action suit was also filed seeking an unknown amount of damages for similar violations. The
Company has been advised by outside counsel that it has strong legal defenses against such legal
actions.
On November 18, 1982, the Company, pursuant to a Plea Agreement with the U.S. Department
of Justice, entered a plea of guilty, in order to avoid costly litigation, to a one-count Information
alleging that the Company through its former Solar employees participated in a conspiracy to violate
the Foreign Corrupt Practices Act, in that improper payments were made to certain Mexican officials
in connection with the sales of Solar equipment and related services. The Company paid a $10
thousand fine, plus $40 thousand in civil costs, resolving all potential criminal charges against the
Company arising from this matter. The Company is unable to predict whether any civil claims may be
filed against it in connection with this matter and, if any such claims are filed, whether the Company
may incur additional liability.
Each of these actions is subject to many uncertainties and delays. Because of these uncertainties,
the continuing losses the Company has experienced, the financial impact of the operational restructur
ing actions, and the significant impact that adverse outcomes could have on the Company’s liquidity,
adverse outcomes, if any, could materially affect its financial condition.
Auditors’ Opinion
International Harvester Company,
its Directors and Stockholders:
We have examined the statements of consolidated financial condition of International Harvester
Company and subsidiaries as of October 31, 1982 and 1981 and the related statements of consolidated
income (loss), of changes in consolidated financial position, and of consolidated non-redeemable con
vertible preferred and preference stock, common stock, and other stockholders’ equity for each of the
three years in the period ended October 31, 1982. Our examinations were made in accordance with
generally accepted auditing standards and, accordingly, included such tests of the accounting records
and such other auditing procedures as we considered necessary in the circumstances.
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As discussed in Notes 1 and 3, under the operational restructuring plan, the provision for opera
tional restructuring costs is based on estimates using information currently available and subject to
change as the plan is completed and the carrying values of certain assets being disposed of in other
than the normal course of business are based on estimates that may not materialize as presented due
to the uncertainty of future events. Further, as discussed in Note 1, there are conditions which may
indicate that the Company will be unable to continue as a going concern. The consolidated financial
statements do not include adjustments relating to the recoverability and classification of recorded
asset amounts or the amounts and classification of liabilities that might be necessary should the
Company be unable to continue as a going concern.
As discussed in Note 20, the Company is a defendant in several legal actions or claims. The
ultimate outcome of these legal proceedings cannot be determined. Because of the uncertainties
arising from these proceedings, the continuing losses the Company has experienced, the financial
impact of the operational restructuring actions described in Note 3, and the impact an adverse
outcome could have on the Company’s liquidity, the Company believes that the resulting liability from
such legal proceedings, if any, could materially affect its financial condition. No provision for any
liability that may result has been made in the consolidated financial statements.
In our opinion, subject to the effects on the 1982 and 1981 consolidated financial statements of
such adjustments, if any, as might have been required had the outcome of the uncertainties referred to
in the second and third paragraphs been known, the accompanying consolidated financial statements
present fairly the financial position of International Harvester Company and subsidiaries at October
31, 1982 and 1981 and the results of their operations and the changes in their financial position for each
of the three years in the period ended October 31, 1982, in conformity with generally accepted
accounting principles applied on a consistent basis.
December 17, 1982
METROPOLITAN EDISON COMPANY
Notes to Consolidated Financial Statements
1. Commitments and Contingencies
Three Mile Island Nuclear Accident:
On March 28, 1979, an accident occurred at Unit No. 2 of the Three Mile Island nuclear generating
station (TMI-2) resulting in significant damage to TMI-2, and a release of some low level radiation
which published reports of governmental agencies indicate did not constitute a significant public
health or safety hazard. TMI-2 is jointly owned by the Company, 50%; Jersey Central Power & Light
Company, 25%; and Pennsylvania Electric Company, 25%; who are collectively owned by General
Public Utilities Corporation (GPU). At December 31, 1982, total investment by the Company and its
affiliates, net of $66 million of amortization and $29 million of depreciation, in TMI-2 was $689 million,
of which the Company’s share is approximately $353 million, net of $44 million of amortization and $1
million of depreciation.
Three Mile Island nuclear generating station Unit No. 1 (TMI-1), which adjoins TMI-2, was out of
service for a scheduled refueling and was not directly involved in the accident. TMI-1 is jointly owned
by the Company and its affiliates in the same percentages as TMI-2. At December 31, 1982, total
investment by the Company, net of depreciation, in TMI-1 was $223 million.
TMI-1 Restart: By orders dated July 2, 1979 and August 9, 1979, the Nuclear Regulatory Com
mission (NRC) directed that TMI-1 remain in a shutdown condition until resumption of operation is
authorized by the NRC, after public hearings and the satisfaction of various requirements set forth in
such orders. Hearings before the NRC’s Atomic Safety and Licensing Board (ASLB) on the restart of
TMI-1 commenced on October 15, 1980. During 1981, the ASLB issued two partial initial decisions in
which it found, among other things, that the licensee “has demonstrated (its) managerial capability
and technical resources to operate Unit 1 . . .” and recommended that, subject to various conditions,
short-term operation of TMI-1 should be permitted. The ASLB reopened the record in these proceed
ings to consider incidents of cheating on, and test administration procedures used in connection with,
operator training examinations given to TMI-1 control room operators. On July 27, 1982, the ASLB, in
a third partial initial decision, reaffirmed its recommendation to the NRC that TMI-1 be allowed to
resume operation. It also proposed that the Company and its affiliates be fined $100,000 for their
failure to safeguard the integrity of the examination process and failure to instill a proper attitude in
their operators toward the examination process and that certain additional conditions be imposed on
the restart of TMI-1. The Company and its affiliates advised the NRC that they did not propose to
appeal to the Atomic Safety and Licensing Appeal Board (ASLAB), appointed by the NRC to hear
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appeals to the ASLB’s partial initial decisions, the matter of such fine or to object on procedural
grounds to NRC consideration of a monetary penalty up to the amount proposed by the ASLB. The
ASLB’s partial initial decisions are pending before the ASLAB as well as the NRC. In connection with
consideration of certain appeals by parties to the proceedings, the ASLAB issued an order on De
cember 29, 1982, directing that hearings be reopened with respect to certain questions it posed
concerning the unit’s emergency cooling systems and operations in the case of small break loss of
coolant accidents.
On April 2, 1982, the U.S. Court of Appeals for the District of Columbia issued an amended
judgment ordering the NRC to determine whether, since the preparation of the initial environmental
impact statement under the National Environmental Policy Act for TMI-1, “significant new circum
stances or information have arisen with respect to the potential psychological health effects of operat
ing” TMI-1, and that if such were the case, to prepare “a supplemental environmental statement
which considers not only effects on psychological health but also effects on the well-being of the
communities surrounding Three Mile Island”. On May 14,1982, the court issued opinions in support of
its amended judgement. The U.S. Supreme Court has agreed to review the Court of Appeals’ decision
and oral argument was held on March 1, 1983. If the Supreme Court affirms the action of the Court of
Appeals, compliance with the amended judgement could prevent or result in a substantial delay in the
restart of TMI-1.
In late 1981, it was discovered that tubes in the TMI-1 steam generators had experienced crack
ing. A program to repair substantially all the tubes and to test the tubes as so repaired is in process.
At this date, the NRC has not determined what further proceedings before it will be required as a
result of such repairs. The Company and its affiliates are unable at this time to ascertain whether such
proceedings will prevent or delay the restart of TMI-1 or whether the results of the repair will prove
satisfactory. The Company and its affiliates are currently charging the cost of repairs to maintenance
expense. The Company and its affiliates intend to pursue the recovery of the cost of such repairs
through insurance contracts and/or rate proceedings. If successful, such recoveries will offset part or
all of these charges to expense.
Cost of TMI-2 Cleanup: Current projections provide for the cleanup of TMI-2 to be completed in
1988, at a cost of approximately $1 billion (including post-1983 escalation).
The cleanup estimate is subject to major uncertainties, including (a) the regulatory environment,
(b) the full scope of the challenges in decontaminating the reactor, (c) the effect of government
regulations on the issue of waste disposal and (d) the availability of funds.
The Company, as of December 31, 1982, has spent $143 million (net of $19 million which has been
added to the plant investment) on costs associated with the cleanup and recovery process of which
$121 million has been deferred on the balance sheet. The remaining $22 million has been charged to
maintenance expense. Insurance proceeds of $131 million and cleanup revenues from customers of $7
million have been offset against deferred costs. Current excess recoveries will be applied to future
cleanup expenditures.
The Company’s first mortgage bond indenture provides for insurance proceeds to be held by its
trustee for reimbursement to the Company for either expenditures on repair of damaged property
(including decontamination) or construction of other bondable property. Insurance proceeds of $1.2
million on deposit with the trustee and cleanup revenues from customers of $5.4 million are in an
escrow account at December 31, 1982. Such amounts are recorded on the balance sheet as funds held in
special deposits for TMI cleanup and are included in the proceeds mentioned above.
The Company and its affiliates carried the maximum insurance coverage then available ($300
million) for damage to the unit and core and for decontamination expenses. It is the Company’s and its
affiliates’ belief that the recoveries from the insurance companies will approximate the amount of the
insurance carried, as estimated cleanup expenditures are expected to exceed significantly the avail
able insurance coverage.
The Company and its affiliates are seeking financial assistance from the Federal government, the
utility industry and others. Management believes that any loss suffered by the Company and its
affiliates for which they do not receive financial assistance, or reimbursement from suppliers or
others, should be recoverable in rates. Moreover, it is management’s intent to seek to recover such
costs in rate and/or judicial proceedings. Under these circumstances, the amount of loss, if any,
suffered by the Company and its affiliates resulting from damages to TMI-2 is not presently determin
able and, therefore, no provision has been made in their accounts.
A plan has been proposed by the Governor of Pennsylvania providing for the estimated remaining
cost of the cleanup as of January 1, 1982 ($760 million) to be shared as follows: the Company and its
affiliates, $245 million, of which the Company’s share is $123 million; the Federal government, $190
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million; the nuclear industry, $190 million; insurance, $90 million; the State of New Jersey, $15 million;
and the Commonwealth of Pennsylvania, $30 million.
The rate settlement agreements approved by the Pennsylvania Public Utility Commission
(PaPUC) on January 8, 1982 and amended on September 3, 1982 and the rate orders issued by the
New Jersey Board of Public Utilities in July 1982 allowed for the collection of cleanup revenues by the
Company and its affiliates at the level called for by the Governor’s plan described above, namely $49
million per year. The Company’s share is $25 million. However, in the case of the PaPUC agreement,
collection of a part of such cleanup revenues is not to begin until restart of TMI-1, so that the
aggregate annual amount currently being collected by the Company is $17 million.
The Edison Electric Institute (EEI), the national trade association of investor owned electric
utilities, in January 1983, recommended to its members that they make voluntary contributions to
cleanup funding in connection with the Governor of Pennsylvania’s plan. Such program, if all members
of EEI contribute in accordance with this recommendation, would contribute $150 million ($25 million
per year for six years) to the TMI-2 cleanup. To become effective, $100 million must be committed by
the association’s members. Solicitation of the EEI membership is currently underway.
The Federal government is providing some research and development funds related to TMI-2 (a
portion of which would directly offset anticipated cleanup expenses) for certain activities engaged in
during the course of the cleanup. The U.S. Department of Energy (DOE) has agreed to take responsi
bility for the disposal of certain wastes and the damaged fuel core. The Company and its affiliates do
not now know the total amounts of such assistance to be realized from the Federal government.
Additionally, the Commonwealth of Pennsylvania has enacted legislation providing $5 million for
certain cleanup expenditures in the current year, and it is anticipated that similar legislation will be
enacted in subsequent years, which would be consistent with the Governor’s plan.
On January 24, 1983, the Company and its affiliates entered into a settlement agreement with The
Babcock & Wilcox Company (B&W) which supplied the TMI-2 nuclear steam supply system. Under
that agreement, B&W is to pay the Company and its affiliates rebates of up to $37 million on
anticipated future purchases of about $270 million of services and equipment to be made from B&W. It
is the intent of the Company and its affiliates to seek to apply such rebates to cleanup costs.
The NRC has proposed certain revisions to the technical specifications or license conditions
governing the maintenance of TMI-2 in a safe shutdown condition. Two individuals and one organiza
tion have intervened in a hearing to contest the adequacy of the proposed technical specifications. A
hearing on this matter before an NRC licensing board has not yet been held. The NRC has directed
that the hearing should focus on the technical specifications and not on the TMI-2 cleanup or whether
TMI-2 should be allowed to operate again.
Repair and Restoration of TMI-2: While it is the Company’s and its affiliates’ current plan to
return TMI-2 to service, a final decision must await completion of a major portion of the cleanup,
assessment of the useability of the major components, and an evaluation of the economic appropriate
ness and licensing feasibility of restoration.
Accounting for the Investment in TMI-2: In its April 1981 rate order, the PaPUC directed the
Company to cease the accrual of depreciation effective approximately when the operating and capital
costs of TMI-2 were eliminated from base rates (January 1, 1979). The Company ceased the accrual of
depreciation on TMI-2 as more fully described in Note 3.
The settlement agreement approved by the PaPUC on January 8, 1982 provides for the amortiza
tion of the Company’s investment in TMI-2 based on the unrecovered original cost of the facility, the
nuclear fuel in the reactor at the time of the accident in March 1979 and capital additions from that
time to the date of the settlement. Effective January 14, 1982, the Company began amortizing its
investment in TMI-2 by amounts equivalent, after consideration of the related tax consequences, to
the revenues being collected for such purpose. Such amortization, which totaled $44 million through
December 31, 1982, is being included in depreciation expense and is included in accumulated deprecia
tion at December 31, 1982.
A recent amendment to the Pennsylvania Public Utility Law prohibits the inclusion in rates of
any Pennsylvania electric utility for the cost of construction or expansion of facilities until such time as
such facilities are presently providing actual utility service to customers.
In February 1983, the Pennsylvania Consumer Advocate filed a motion with the PaPUC for
reconsideration of the PaPUC’s rate order for another electric utility on the grounds that this amend
ment precludes the recovery through charges to customers for amortization of its investment in an
abandoned generating station that was under construction. The PaPUC granted a rehearing but has
not yet rendered a decision on that motion.
The Company does not know what effect, if any, the above will have on its investment in TMI-2.
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The January 8, 1982 order of the PaPUC also provides for the partial recovery from customers of
the portion of the TMI-2 cleanup costs allocated to the Company by the plan proposed by the Governor
of Pennsylvania. The cleanup costs contemplated by this plan include ongoing normal costs of main
taining the facility. Accordingly, the Company, effective January 1, 1982, began deferring all such
maintenance costs, which totaled $6.5 million for 1982 and are included in deferred costs—nuclear
accident.
Accounting for the Investment in TMI-1: In its April 1981 rate order, the PaPUC directed the
Company to cease the accrual of depreciation effective when the operating and capital costs of TMI-1
were eliminated from base rates (June 1, 1980). The Company ceased the accrual of depreciation on
TMI-1 as more fully described in Note 3.
The settlement agreement approved by the PaPUC on January 8, 1982 makes allowance for the
future recognition in the Company’s base revenues for the operating and capital costs associated with
TMI-1, contingent upon that facility generating power at a specified level.
Rate Proceedings: In April 1979, the PaPUC removed from base rates, the capital and operating
costs associated with the investments made by the Company in TMI-2 and prescribed lower tempor
ary rates. In June 1979, the PaPUC ordered that such temporary rates become permanent. In May
1980, the PaPUC took similar action to remove TMI-1 costs from base rates and to prescribe lower
temporary rates. The PaPUC, in the May 1980 order, also allowed for full energy cost recovery from
June 1 to December 31, 1980 and permitted recovery of the then outstanding post-accident deferred
energy costs in the form of a surcharge. In this regard, the PaPUC stated: “Those amounts are subject
to audit and review by the Commission and to a later determination that specific amounts of energy
costs were imprudently or unreasonably incurred. If the courts and/or the NRC should ultimately
conclude that Met-Ed was imprudent or negligent in its operation or management of Three Mile
Island, then this Commission will take notice of such determinations and their relevance to any portion
of the replacement power costs for which current recovery is permitted today.”
In 1980, the Company filed a complaint with the PaPUC against the temporary rates prescribed
by the May 1980 order and filed a proposed increase in base rates. In April 1981, the PaPUC granted
part of the rate increase sought by the Company and, in May 1981, denied the complaint against the
temporary rates. The Company appealed these orders to the Pennsylvania Commonwealth Court
primarily on the ground that the rates authorized by these orders do not meet the criteria for just and
reasonable rates as set forth in applicable judicial decisions. Briefs have been filed and oral argument
has been held before the court and the appeals are awaiting decision.
In January 1982, pursuant to a PaPUC order approving the settlement reached by the parties in
the rate proceeding, the Company placed in effect an increase in base rates. The rate increase made
provision, among other things, for amortization of the Company’s investment in TMI-2 and for recov
ery of a part of the TMI-2 cleanup costs. The settlement agreement also provides for a further base
rate increase and for the recognition of TMI-1 operating and capital costs at the 1982 anticipated level
when TMI-1 returns to service and meets certain operating criteria. Such costs would be more than
offset by a reduction in the Company’s energy cost rate charges as a result of lower-cost TMI-1
generation.
On January 21, 1983, the Company filed a proposed increase in base rates of $60 million. The filing
makes provision for increasing to 1983 cost levels the allowance made in the 1982 settlement for TMI-1
operating and capital costs when that unit returns to service. Additionally, on March 1, 1983 the
Company filed for an increase of $12.9 million in the energy cost rate.
In 1982, the Company filed with the Federal Energy Regulatory Commission (FERC) for an
increase in its wholesale for resale rates aggregating $1.8 million annually. The filing includes an
amount for the participation in funding of the TMI-2 cleanup.
Investigations: On October 30, 1979, the President’s (Kemeny) Commission on the Accident at
Three Mile Island issued its report. The report states, in part, that its “investigation has revealed
problems with the ‘system’ that manufactures, operates and regulates nuclear power plants” and the
short-comings which turned the incident into a serious accident “are attributable to the utility, to
suppliers of equipment and to the Federal commission that regulates nuclear power.” The NRC’s
Special Inquiry Group (Rogovin) and the U.S. Senate Sub-committee on Nuclear Regulation (Hart
Committee) issued the results of their investigations of the accident at TMI-2 in January 1980 and July
1980, respectively. Their conclusions with respect to these matters were similar to those of the
Kemeny Commission. In January 1980, the NRC imposed civil penalties against the Company of
$155,000 for safety, maintenance, procedural and training violations at TMI. The NRC has also stated
that, depending upon the findings of continuing investigations into the TMI-2 accident, it may take
additional enforcement action such as assessing additional civil penalties or ordering the suspension,
modification or revocation of the license to operate TMI-2.
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Other investigations and inquiries into the nature, causes and consequences of the TMI-2 accident
commenced by various Federal and state bodies are continuing. The Company and its affiliates are
unable to determine the outcome or consequences of these investigations. The Company is also unable
to determine the impact, if any, the results of such investigations may have on (i) the proceedings to
return TMI-1 to operation, (ii) the efforts to cleanup TMI-2 and (iii) the rate regulatory agency
decisions with respect to the ultimate recoverability from ratepayers of the replacement power costs
necessitated by the unavailability of TMI-1 and TMI-2.
Litigation: As a result of the accident, the Company, and/or its affiliates, have been named as
defendants in various lawsuits. The suits include (i) individual suits as well as purported and actual
class actions for alleged personal and property damages (including claims for punitive damages)
resulting from the accident and (ii) suits to enjoin the future operation of TMI-2.
The suits described in (i) above involve questions as to whether certain of such claims, that are
material in amount and arise out of both the accident itself and the cleanup and decontamination
efforts are (a) subject to limitation of liability set by the Price-Anderson Act and (b) outside the
insurance coverage provided pursuant to the Price-Anderson Act. These questions have not yet been
resolved.
In February 1981, the insurance companies and representatives in the class actions reached an
agreement for the proposed settlement of the class action claims for economic losses and claims for the
costs of medical detection services resulting from the TMI-2 accident for persons, businesses and
entities within a 25 mile radius of TMI-2. The settlement, which was approved in September 1981 by
the court in which class action claims are pending, provides for the insurance companies to establish a
fund of $20 million for economic loss claims and a separate fund of $5 million for public health purposes.
Earlier, the court had held that personal injury claims (other than for medical detection services) could
not be pursued in class action proceedings and the February 1981 agreement does not deal with such
claims. Purported class action complaints (including claims for punitive damages) for (i) alleged eco
nomic injury by reason of increased charges for electricity, (ii) alleged costs incurred by municipalities
in response to the accident and (iii) alleged personal injury and economic loss as a result of venting of
certain gasses from TMI-2 (effected pursuant to NRC authorization), as well as individual complaints
(including claims for punitive damages) for alleged personal injury and for alleged economic losses of
persons, businesses and entities outside the 25 mile radius area, are pending.
Class suits for alleged damages on behalf of purchasers of GPU common stock during the period
August 25, 1975 through April 1, 1979 have also been instituted against GPU and certain of its
directors as a result of the accident.
The plaintiffs claim, among other things, that GPU failed to disclose in its prospectuses and
reports the severe financial consequences it might suffer in the event of an accident at one of its
nuclear plants. GPU does not have insurance with respect to potential liability in these suits, which
are presently scheduled for a jury trial later this year. GPU is unable to estimate the likelihood of an
unfavorable outcome in these suits, and its total financial exposure with respect thereto is uncertain;
an unfavorable judgment could have a material adverse impact on GPU’s financial condition.
These suits have also raised questions, which have not yet been resolved, as to whether certain
claims against the directors are beyond the $30 million insurance coverage for directors’ and officers’
liability carried by the Company and its affiliates. The directors filed a third-party complaint against
the insurance company providing such primary insurance coverage. That insurance company filed an
answer to such complaint denying liability. In May 1981, the court entered an order striking certain of
the defenses asserted by the insurance company. Negotiations for the possible settlement of the
litigation are being pursued.
On December 14, 1981, the Company and its affiliates filed an amended complaint against the
supplier (and its parent) of the nuclear steam supply system and associated services, training and
procedures for TMI-2, for damages suffered by the Company and its affiliates and their customers as a
result of the accident. The defendants answered the amended complaint denying liability and seeking
approximately $4 million, plus finance charges, from the Company and its affiliates for services
rendered and equipment allegedly provided under the contract for the TMI-2 nuclear steam supply
system. The trial of this matter, dealing with issues of liability only, commenced November 1, 1982.
On January 24, 1983, the Company and its affiliates and the supplier (and its parent) entered into a
settlement agreement terminating the suit and the claims. Under the terms of the agreement the
supplier will provide rebates of up to $37 million on anticipated future purchases of about $270 million
by the Company and its affiliates for services and equipment over a period of ten to fifteen years. The
Company and its affiliates will seek to apply the net rebate proceeds to the cleanup of TMI-2.
In December 1981, the Company and its affiliates filed a complaint against the U.S. Government
for damages and losses, estimated at about $4 billion, suffered by the Company and its affiliates and
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their customers as a result of the accident. The complaint alleges that the NRC violated its statutory
and common law duties to warn plaintiffs of defects and hazardous conditions in equipment, analyses,
procedures and training in use at TMI-2. The complaint also charges that, following a similar incident
at a nuclear power plant operated by a non-affiliated utility which the NRC had investigated, the NRC
failed to take and recommend appropriate action and to warn the Company and other licensees of
similar reactors of any defects. The complaint seeks to recover the cost of cleanup and restoration,
replacement power costs, lost revenues and increased financing costs. A motion filed by the U.S.
Government to dismiss the complaint on the grounds that the court lacks jurisdiction and the com
plaint fails to state a cause of action was denied by the District Court in November 1982. The
Government has appealed this decision in the United States Court of Appeals for the Third Circuit
where the matter is pending.
Insurance: The property damage insurance, and the $300 million limit of coverage, was applicable
to both TMI-1 and TMI-2. This property insurance had been reduced by claims paid. The insurance
carriers have reinstated the coverage for the TMI site, but with regard to property insurance for
TMI-2, such coverage has been reinstated only for possible damage which might result from a non
nuclear accident during the unit’s cleanup and restoration period. Effective January 10, 1983, on a
prospective basis, the primary property damage insurance coverage was raised to $500 million on the
site.
Effective January 15, 1982, the Company and its affiliates increased their property damage
insurance for damages in excess of $500 million at each of their nuclear generating sites. The policies
currently limit coverage to $483 million for losses in excess of $500 million up to $1 billion. This excess
insurance is provided by Nuclear Electric Insurance Limited (NEIL), a mutual insurance company
and American Nuclear Insurers/Mutual Atomic Energy Liability Underwriters and provides that
expenses for decontamination and debris removal shall be paid before any payments in respect of
claims for property damage. Under the NEIL portion of this coverage, the Company is subject to a
retrospective premium of up to $4.2 million in the event of an accident at a nuclear plant of any
member company.
The Price-Anderson Amendments to the Atomic Energy Act currently limit liability to third
parties to $560 million for each nuclear incident. Such coverage of the first $140 million (raised to $160
million following the accident) of such liability is provided by private insurance. The next $400 million
is provided by assessments of up to the limit of $5 million per nuclear reactor per incident, but not
more than $10 million per reactor in any calendar year. Based on its ownership interest in two nuclear
reactors, the Company’s maximum potential assessment under these provisions would be $5 million
per incident but not more than $10 million per calendar year for claims covered by this insurance.
Some potential losses or liabilities to which the Company and its affiliates may be subject are not
insurable, or the amount of insurance carried may not be sufficient to meet potential losses and
liabilities. Under those circumstances such losses or liabilities could have a material adverse effect on
their financial condition.
Report of Auditors
To the Board of Directors
Metropolitan Edison Company
Reading, Pennsylvania
We have examined the consolidated balance sheets of Metropolitan Edison Company and Sub
sidiary Company as of December 31, 1982 and 1981, and the related consolidated statements of
income, retained earnings and changes in financial position for each of the five years in the period
ended December 31, 1982. Our examinations were made in accordance with generally accepted audit
ing standards and, accordingly, included such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances.
As more fully discussed in Note 1 to Consolidated Financial Statements, the Company and its
affiliates are unable to determine the ultimate consequences of the accident at Unit No. 2 of the Three
Mile Island Nuclear Generating Station (TMI-2) and of the response of rate-making and other regula
tory agencies to that accident. Among the contingencies and uncertainties which have resulted as a
direct or indirect consequence of this accident are questions concerning:
a. The recovery of the approximately $397 million investment in TMI-2;
b. The recovery of the indeterminable amount of uninsured costs yet to be incurred in connec
tion with the anticipated cleanup of TMI-2;
c. The recovery of the approximately $223 million investment in Three Mile Island Unit No. 1
Nuclear Generating Station;
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d. The recovery of the excess, if any, of amounts which might be paid in connection with claims
for damages resulting from the accident over available insurance proceeds; and
e. Any action of rate-making agencies with respect to any portion of the replacement power
costs for which recovery is now permitted.
The accompanying consolidated financial statements have been prepared in conformity with
generally accepted accounting principles applicable to a going concern which contemplates, among
other things, the realization of assets and the liquidation of liabilities in the normal course of business.
As described in Note 1, the Pennsylvania Public Utility Commission has approved rate increases
sufficient to reasonably project the short-term solvency of the Company. These actions include allow
ing the recovery of the TMI-2 investment, receipt of some financial assistance for the cleanup cost
required for TMI-2 and continued recovery of replacement power costs. Accordingly, the Company’s
cash position, supported by the amended revolving credit agreement, has been sufficiently improved
to serve as a basis on which to reasonably project the short-term viability of the Company even though
earnings levels remain inadequate for raising long-term capital from external securities markets.
However, because of the sensitivity of such short-term viability to the possible unfavorable resolution
of one or more of the contingencies and uncertainties set forth in the preceding paragraph and the
resultant material adverse impact on the financial condition of the Company, its ability to continue as a
going concern cannot presently be assured.
In our opinion, subject to the effect, if any, on the 1982, 1981, 1980 and 1979 consolidated financial
statements of such adjustments as might have been required had the outcome of the uncertainties
discussed in the second and third paragraphs been known, the aforementioned statements (pages 7
through 21) present fairly the consolidated financial position of Metropolitan Edison Company and
Subsidiary Company at December 31, 1982 and 1981 and the consolidated results of their operations
and the consolidated changes in their financial position for each of the five years in the period ended
December 31, 1982, in conformity with generally accepted accounting principles applied on a consis
tent basis.
February 18, 1983
THE RATH PACKING COMPANY
Notes to Financial Statements
Note 2—Employee Stock Wage Payment Plan Agreement, Employee Stock Bonus Plan
and Trust, and Financing Arrangements:
In May 1982, the company completed the distribution of 1,800,000 authorized but previously
unissued shares of common stock to The Rath Packing Company Employee Stock Bonus Plan’s (Stock
Bonus Plan) Trust and certain individual bargaining unit and nonbargaining unit employees.
The distribution was made under the Employee Stock Wage Payment Plan (the Plan), a plan
authorized by the company’s stockholders and members of Local 46, United Food and Commercial
Workers International Union, AFL-CIO (Union) in June 1980, under which approximately 2,300
bargaining unit and nonbargaining unit participating employees received ten shares of the company’s
common stock in lieu of a $20 portion of their weekly wages or salaries until all the shares were
distributed. To eliminate the participants’ tax burden resulting from their realizing ordinary income
based upon the fair market value of the common stock at dates of distribution, the Plan was amended
and a qualified employee benefit plan, the Stock Bonus Plan, was implemented January 1, 1981. Under
the Stock Bonus Plan, the company is entitled to federal income tax deductions; however, participants
who elected to participate in the Stock Bonus Plan are not taxed until they separate from the company
and the stock, which was initially contributed to a trust, is distributed to them.
The Stock Bonus Plan required that subsequent to the complete distribution of common stock to
the Trust, cash contributions be made to the Trust on the same basis (i.e., commensurate with
comparable reductions in employees’ wages and benefits elected by the participants). Under or in
connection with the new three-year collective bargaining agreement (expiring August 31, 1985) with
Local 46 of the Union and several other locals, bargaining unit employees’ wages are reduced $4 per
week (amount determined actuarially) for contributions to the Trust. Electing nonbargaining unit
employees have similar salary reductions for contributions. These cash contributions, which will
continue to be determined actuarially after fiscal 1982, are to be made until the participating bargain
ing unit ceases to elect to make such cash contributions. In the case of nonbargaining unit participants,
elected contributions continue until the employee separates from the company or ceases to elect to
make such cash contributions.
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Also, under or in connection with the new three-year collective bargaining agreement, certain
other wages and benefits, which have been withheld since April 1979, will continue to be withheld
until August 31, 1985. Similar withholdings have been made and will continue to be made from salaries
and benefits of nonbargaining unit employees. The new three-year agreement restricts the use of the
cash savings from the withheld amounts to capital improvements, advertising and sales expenses.
Withholdings credited to expense in fiscal 1982, 1981 and 1980 aggregated $6,326,000 ($683,000
credited to operations in the fourth quarter related to prior quarters), $5,409,000 and $8,882,000,
respectively. The credit to expense of $8,882,000 recorded in the fourth quarter of fiscal 1980 resulted
from the August 1980 implementation of the Plan and was composed of $5,709,000 which related to
reductions during fiscal 1980 ($1,342,000 in the fourth quarter) and $3,173,000 during fiscal 1979 and
1978.
The financial statement classifications to which the reduced expenses relate are as follows:
Selling and
administrative
Interest
Cost of
expenses
Fiscal year
expense
Total
products sold
1980* .......................... ................ $5,061,000
$328,000
$5,709,000
$320,000
$148,000
$2,203,000
1979 ............................. ................ $2,033,000
$ 22,000
970,000
48,000
922,000
1978 ............................. ................
$3,173,000
$196,000
$ 22,000
$2,955,000
*Only fiscal year 1980 amounts have been allocated to the individual classifications for financial
statement purposes.
Payment to employees of any portion of these withheld amounts is determinable only pursuant to
the profit-sharing provisions of the agreement whereby 50% of the company’s pretax profits, as
defined, for any fiscal year are required to be allocated on a pro rata basis to employees or former
employees for all benefit payments accruing during the calendar year which were deferred and made
contingent. A profit-sharing arrangement, in effect in connection with the collective bargaining
agreement which expired August 31, 1982, required a similar distribution to employees and former
employees; however, restoration of proper funding to the three pension plans had priority to the
withholding rebates. Profit-sharing provisions were neither required nor made for the 1982, 1981 and
1980 fiscal years.
Included in the $6,326,000 fiscal 1982 withholdings is $1,156,000 of 1982 cost of living adjust
ments. Under the profit-sharing provisions described in the preceding paragraph payment of the 1982
cost of living adjustments, unlike payment of the other withholdings, is cumulative over the threeyear collective bargaining agreement period ending August 31, 1985. Because of the uncertainty
which exists as to the company’s ability to restore profitable operations, it is not possible for the
company to make a reasonable estimate of its obligation to pay the cost of living adjustments over the
term of the agreement.
Note 3—Retirement and Pension Plans:
The description of the amounts expected to be paid in the 1983 and 1982 fiscal years included as a
current liability at October 2, 1982 and October 3, 1981, respectively, is shown below:
October 2,
October 3,
1982
1981
Contribution for 1981 plan year............................ .. $1,851,000
Less—
(781,000)
September 14, 1982 partial payment...............
$1,070,000
Minimum contribution under ERISA for the
three plans for 1981 plan year, including
annual instalments of the 1980, 1978 and
$9,541,000
1977 plan year waived contributions...............
$9,541,000
$1,070,000
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On September 3 , 1982, the company filed with the Pension Benefit Guaranty Corporation (PBGC)
a Notice of Intent to terminate The Rath Packing Company Pension Plan (Pension Plan), The Rath
Packing Company Revised Retirement Plan and The Revised Funded Pension Plan of The Rath
Packing Company (Revised Funded Pension Plan), which in total cover approximately 6,300 partici
pants. The termination became effective September 13, 1982. The Union approved termination of the
Pension Plan in September 1982. As of this date, the termination of the Revised Funded Pension Plan,
which is for the benefit of Indianapolis bargaining unit employees, has not been approved by the
bargaining unit. It is not possible to determine the company’s exposure in the event termination
approval is not granted, because of the uncertainties which exist as to the alternatives available in
settling this matter.
The plans’ assets at date of termination, taken separately by plan, were not adequate to cover the
current value of the respective plan’s benefits guaranteed by the PBGC. Consequently, on October 2,
1982, the company and the PBGC signed a memorandum of understanding relating to the termination
of the three plans. This memorandum provides that the total amount of the company’s liability to the
plans and/or the PBGC is to be discharged as follows, provided that the company adheres to certain
reasonable and customary covenants:
1. The company pays $1,070,000 together with interest thereon at 12% per annum from Sep
tember 15, 1982 to the date of signing a definitive agreement.
2. The company executes a thirteen year promissory note for $5,856,000 (see Note 4) secured by
junior security interests in both the Columbus Junction, Iowa facility and the company’s
accounts receivable and inventory, payable as follows:
a. $1,706,000 ($1,003,000 principal plus one year’s accrued interest at 12% per annum) payable
September 15, 1983.
b. The remaining principal balance, $4,853,000, together with interest thereon at 12% per
annum compounded annually commencing September 15, 1983, is payable in thirteen equal
annual instalments of $793,000 (representing principal and interest), commencing Feb
ruary 15, 1985.
3. The company pays the PBGC annually, commencing February 15, 1985 and ending February
15, 1994, an amount equal to the sum of (i) 15% of the company’s pretax profits for the
preceding fiscal year up to $5,000,000 (ii) 20% of such profits in excess of $5,000,000 but less
than $10,000,000, and (iii) 25% of such profits in excess of $10,000,000.
In the event of default, the PBGC shall, among several remedies, be entitled to liquidated
damages in the amount of $14,000,000 reduced by $1,167,000 on each February 15 after the signing of
the definitive agreement and before the event of default.
The definitive agreement was signed December 1, 1982 and the required payment of $1,070,000
plus $27,000 of accrued interest was made at such time.
The termination of the plans has been reflected in the fiscal 1982 financial statements as an
elimination of $9,024,000 of retirement and pension plan expense which would have been charged to
operations in fiscal 1982 and a $28,160,000 extraordinary credit composed of the following:
Accrued liability for retirement and pension plan expense at October 3, 1981:
Current ......................................................................................................................... $ 9,541,000
Noncurrent.................................................................................................................... 26,069,000
35,610,000
Add:
Fiscal 1982 pension expense related to payment of 1981 contribution....................
257,000
35,867,000
Deduct:
September 14, 1982 partial payment...........................................................................
781,000
Liabilities to PBGC ($1,070,000 +$5,856,000).......................................................... 6,926,000
7,707,000
Extraordinary credit......................................................................................................... $28,160,000
No federal income taxes are applicable to the foregoing extraordinary credit, because the
amounts accrued were not deductible or deducted in prior federal income tax returns.
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Prior to the termination of the plans, the company requested the Internal Revenue Service (IRS)
to waive the payment of certain contributions required by September 15,1982 and September 15,1983
and to eliminate the condition attached to the 1980 waiver that, if the plans are terminated, the
amount waived for 1980 will be due September 15, 1983. On September 14, 1982, the company made a
partial contribution of $781,000 to the plans. As previously indicated, on December 1, 1982 the
company contributed $1,070,000, the balance of the 1981 plan year contribution assuming certain relief
was granted. The request, which can be granted retroactively, has not been granted as of December 1,
1982. If, after the final action of the IRS on the request for relief, the amount contributed is less than
that required, the company could be liable for a nondeductible 5% excise tax on any deficiency until the
deficiency is paid. Management, based upon advice of counsel, does not believe the company will be
found to be significantly deficient in its payments for the 1981 plan year.
Payment of the $2,706,000 contribution to the Pension Plan trust for the 1975 plan year had been
deferred by agreement with the Union. Annually, September 1979 through September 1981, instal
ment payments of principal plus interest were paid. These amounts, aggregating $2,719,000, were
treated by the IRS as partial payments of ERISA minimum funding requirements. The fourth and
final instalment of $717,000 was scheduled to be paid in September 1982 and, therefore, was included
as a current liability at October 3, 1981. By agreement with the Union, this liability was forgiven.
As a result of the plan terminations, the April 17, 1980 agreement (as amended) between the
company and the Union with respect to the acceleration of payment of the 1977,1978, and 1980 waiver
balances of the Pension Plan was terminated. This agreement had required the company to pay the
above-described waived contributions in five equal annual instalments. No payments were ever made
on this basis.
In addition to the above agreement, the company had previously, in June 1979, entered into a
“Local Agreement” with Local 46 and one other local union unit at Waterloo (agreement ratified
February 27, 1980 by seven of the company’s local union units by incorporation into the master
collective bargaining agreement expiring August 31, 1982), under which the company agreed to,
among other matters, allocate 50% of the company’s pretax profits (as defined in the agreement) for
any fiscal year (through August 31, 1982) first to the Pension Plan to restore proper funding for any
year that is not fully funded and to meet all contract requirements for all years to and including 1980.
As indicated in Note 2, this agreement expired August 31, 1982 without the payment of any amounts.
The company had been generally prohibited from increasing benefits under the Pension Plan (and
under the other two plans) until the waived contributions, and any interest charged thereon, for plan
years 1977, 1978, 1980 and 1981 had been paid. The Union and the company agreed that the company
would implement retroactively any modifications or improvements in pension benefits agreed to in the
Union master agreement after September 1, 1979 and prior to the time such waived contributions and
any such interest are paid only when the prohibition imposed by the Code was no longer applicable.
This agreement was also terminated by reason of the Pension Plan’s termination.
Although the company had been prohibited from funding benefit increases, for purposes of de
termining pension expense in fiscal 1981 and fiscal 1980, $294,000 and $182,000, respectively, were
charged to operations resulting from changes in benefits and actuarial assumptions.
A comparison of accumulated plan benefits and net plan assets of the company’s three defined
benefit plans is presented below:
_____ January 1,______
1982
(a)
1981
Actuarial present value of accumulated plan benefits based
principally on an assumed rate of return of 6%:
$102,462,000
Vested ............................................................................... $106,861,000
949,000
779,000
Nonvested .........................................................................
$107,810,000
$103,241,000
23,778,000
$ 20,891,000
Net assets in trusts available for benefits.........................
Balance sheet liabilities for retirement and pension plan
expense .............................................................................
37,787,000 (b) 31,353,000
$ 58,678,000
$ 55,131,000
(a) The amounts presented above are based upon ongoing plan assumptions. As of this date, a
computation of the total value of accrued benefits under a termination concept has not been deter
mined. Under the termination concept, benefits and present values are computed assuming that all
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vested participants voluntarily terminate or retire on the valuation date and, with respect to nonvested participants, it is assumed that all benefits become nonforfeitable and payable in accordance
with the respective plan termination provisions.
Amounts do not reflect modifications or improvements in pension benefits of the Pension Plan
subsequent to September 1, 1979, as they are prohibited by the Code.
(b) Amount includes $28,160,000 and $1,920,000 which were reversed as liabilities in the fourth
quarter of fiscal year 1982 and credited to operations as an extraordinary credit and a reversal of fiscal
1982 pension expense, respectively.
The amounts of accumulated plan benefits for employees participating in several multiemployer
plans and the related assets available for benefits are not presented, as the information is not yet
available from the trustees of the plans.
Note 7—Commitments and Contingent Liabilities:
A civil action brought by the Equal Employment Opportunity Commission against the company
and Local 431, United Food and Commercial Workers International Union, AFL-CIO, is pending in a
United States District Court for maintaining policies and practices with respect to hiring which
operate to deny equal employment opportunities. The Court found in its Memorandum Opinion of
April 1981 and follow-up Order of June 1981 that the company had committed some of the alleged
unlawful hiring practices and had thereby discriminated against a class of potential employees. The
case had been bifurcated to allow for the trial of the issue of liability separate from the trial of the issue
of which remedy might be appropriate for any liability.
Among the remedies requested by government attorneys, the remedy which could subject the
company to monetary liability would be the one for back pay, and the considerations there are the
establishment or definition of the class to benefit from such a remedy as well as the size of the
back-pay award to be paid to the class. Neither of the foregoing determinations has been made. The
company is defending and resisting against all remedies, except injunction and retention of jurisdic
tion. Because of the uncertainties which exist as to the appropriateness and size of a back-pay award,
if any, there is insufficient data for the company or its legal counsel to make a reasonable estimate of
the company’s exposure to liability.
Following the determination of the remedy in this matter, the company will have normal appel
late procedures available to it.
Substantially all retired employees of the company are covered at specified levels under life
insurance policies and health insurance plans. The cost of such insurance coverage is borne by the
company and is expensed when paid; amounts charged to operations during fiscal years 1982,1981 and
1980 amounted to $2,775,000, $2,280,000, and $2,156,000, respectively. At October 3 , 1981, the date of
the most recent actuarial computation, the computed present value of benefits earned by active and
retired employees totaled $30,000,000.
Labor agreements covering production employees provide for separation benefits for individuals
who are placed in a layoff status exceeding two years, or who are terminated as the result of the
closing of a part of the business or technological changes. Assuming discontinuance of all operations,
estimated contingent severance pay at October 2, 1982 aggregated approximately $30,000,000.
See Notes 2 and 3 for contingencies related to deferred wages and pension plan contributions,
respectively.
Report of Independent Accountants
To the Stockholders and Board of Directors of
The Rath Packing Company
We have examined the balance sheet of The Rath Packing Company as of October 2, 1982 and
October 3, 1981, and the related statements of operations and accumulated deficit, of common stock
and capital in excess of par value and of changes in financial position for each of the three fiscal years in
the period ended October 2 , 1982. Our examinations were made in accordance with generally accepted
auditing standards and accordingly included such tests of accounting records and such other auditing
procedures as we considered necessary in the circumstances.
During the fiscal years ended October 2, 1982, October 3, 1981 and September 27, 1980, the
company reported losses of $6,492,000 and $9,602,000 before extraordinary credits, and earnings of
$2,321,000 before extraordinary credits, respectively. Future working capital requirements are de
pendent on the company’s ability to restore and maintain profitable operations, and to continue the
present short-term financing or obtain alternative financing as required. As described in Note 2, the
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company, under a union agreement, is required through the term of the agreement to pay certain
deferred wages if it restores profitable operations. In addition, as described in Note 3, the In
dianapolis bargaining unit did not approve the termination of its pension plan. Also, as described in
Note 7, the company is a defendant in a civil action lawsuit alleging discriminatory hiring practices. It
is not possible to predict the outcome of future operations, whether the necessary financing can be
continued or arranged, whether the company will be required to pay certain deferred wages, whether
the Indianapolis bargaining unit will approve the pension plan termination, or the outcome of the
litigation described in Note 7. No provision for liability, if any, has been made in the accompanying
financial statements for either the deferred wages matter described in Note 2, the pension matter
described in Note 3, or the litigation described in Note 7. The accompanying financial statements have
been prepared on the basis of accounting principles applicable to a going concern. Accordingly, they do
not purport to give effect to adjustments, if any, that may be necessary should the company be unable
to continue as a going concern and therefore be required to realize its assets and liquidate its
liabilities, contingent obligations and commitments in other than the normal course of business and at
amounts different from those in the accompanying financial statements.
In our report dated November 16,1981, our opinion on the 1981 financial statements was qualified
as being subject to the effects of such adjustments, if any, as might have been required upon the
resolution of the uncertainty relating to the company’s ability to obtain United Food and Commercial
Workers International Union approval for an adjustment of the accelerated amortization of the pen
sion plan payments pursuant to union agreements. As described in Note 3, the company terminated its
pension plans in fiscal 1982 and concurrently terminated the union agreement governing the acceler
ated amortization of the pension plan payments. Accordingly, our present opinion on the fiscal 1981
financial statements, as presented herein, is no longer qualified with respect to this matter.
In our opinion, subject to the effects on the accompanying financial statements of such adjust
ments, if any, as might have been required had the outcome of the uncertainties referred to in the
second preceding paragraph been known, the financial statements examined by us present fairly the
financial position of The Rath Packing Company at October 2, 1982 and October 3, 1981, and the
results of its operations and the changes in its financial position for each of the three fiscal years in the
period ended October 2, 1982, in conformity with generally accepted accounting principles applied on a
consistent basis after restatement for the change, with which we concur, in the method of accounting
for certain compensated absences, as described in Note 1 to the financial statements.
November 15, 1982 except for Note 10 which is as of December 1, 1982
SCHWERMAN TRUCKING CO.
Notes to Consolidated Financial Statements
C. Notes Payable and Long-Term Debt
••••

During 1982, the Company had an agreement with a group of banks for a line of credit equal to
90% of the net book value of collateralized revenue equipment and tires. The maximum amount
available at December 31, 1982 was $5,576,183. All subsequent payments by the Company serve to
reduce the maximum line of credit available. Interest on the outstanding balance was payable monthly
at 3/4% above the prime rate (11% at December 31, 1982). The agreement had no specified termination
date; however, the banks could elect to convert all or a portion of the outstanding balance to a term
loan payable in 60 equal monthly installments with interest at 3/4% above the prime rate.
In addition, the Company was required to maintain compensating balances, based on the average
collected bank balances, equal to 5% of the maximum line plus 10% of the average outstanding loans.
Although withdrawal of the compensating balances was not legally restricted, the Company was
assessed interest for any deficiencies at 120.7% of the sum of the average prime rate plus 3/4%.
This agreement also provided, among other things, for the maintenance of certain quarterly
financial ratio requirements, limitations on annual dividend payments of $140,000 on common stock
and $108,000 on preferred stock, and restrictions on incurring additional indebtedness and liens other
than under this agreement. If a default were to occur under the agreement, the banks could declare
the outstanding balance due and payable on demand. During 1982 and 1981, there were defaults under
certain of these covenants which were subsequently waived by the banks.
The Company has an agreement with a lender for financing not to exceed the lesser of $3,500,000
or the total of (a) 80% of certain receivables plus (b) the lesser of $400,000 or 15% of certain inventory
plus (c) $300,000 to be reduced $60,000 per month beginning June 30, 1983. Interest is payable at 5%
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over the prime rate with minimum monthly payments of $5,000. The agreement may be terminated by
the lender at any time and by the Company after January 14, 1984.
Substantially all the assets of the Company are pledged as collateral on the above agreements.
Auditor’s Opinion
To the Stockholders and Board of Directors
Schwerman Trucking Co.
We have examined the consolidated balance sheets of Schwerman Trucking Co. and Subsidiaries
as of December 31, 1982 and 1981, and the related consolidated statements of operations, retained
earnings (deficit), and changes in financial position for the years ended December 31, 1982, 1981 and
1980. Our examinations were made in accordance with generally accepted auditing standards and,
accordingly, included such tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.
As shown in the consolidated financial statements, the Company has incurred net losses in each of
the three years ended December 31, 1982. As discussed in Note C to the consolidated financial
statements, the Company’s principal loan agreement provides for scheduled decreases in the
maximum line of credit available and includes certain restrictive covenants. During 1982 there were
defaults under certain of these and other loan agreement covenants, which were subsequently waived
by the lenders. In the event the Company should be unable to comply with the restrictive covenants
and obtain waivers of default from the lenders, the related indebtedness may become due on demand.
Continuation of the Company as a going concern is dependent upon its ability to attain profitable
operations and meet its obligations as they become due. The accompanying financial statements have
been prepared on the basis of accounting principles applicable to a going concern and accordingly they
do not purport to give effect to adjustments, if any, that may be appropriate should the Company be
unable to continue as a going concern and therefore be required to realize its assets and liquidate its
liabilities in other than the normal course of business and at amounts different than those in the
accompanying financial statements.
In our opinion, subject to the effects on the 1982 financial statements of such adjustments, if any,
as might have been required had the outcome of the uncertainties described above been known, the
financial statements referred to above present fairly the consolidated financial position of Schwerman
Trucking Co. and Subsidiaries as of December 31, 1982 and 1981, and the consolidated results of their
operations and the changes in their financial position for the years ended December 31, 1982,1981 and
1980, in conformity with generally accepted accounting principles applied on a consistent basis.
March 28, 1983
STERLING PIPE & SUPPLY COMPANY
Notes to Consolidated Financial Statements
Note 2—Current Market Conditions, Financing Arrangements and Continuing Operations
The Company’s level of operations is, for the most part, directly related to the level of drilling
activity in the energy industry and, to a lesser degree, the level of well servicing, maintenance and
production activity. The unusually high drilling activity in the geographical area in which the Com
pany operates declined significantly during fiscal 1982 as compared to drilling activity during the prior
two years. This decline resulted primarily from lower oil and gas prices, lower consumption and
reduced investment incentives for oil and gas investment. The decline had an adverse impact on sales,
the carrying value of the Company’s inventories, the economics of a purchase commitment and the
realization of certain trade accounts and notes receivable. As a result, the Company sustained a net
loss for the year ended October 31, 1982 reflecting reduced sales, an inventory writedown, an esti
mated loss on a future purchase commitment and an increase in the provision for doubtful accounts.
As discussed in Note 4, in May 1982 the Company entered into a financing agreement with a
financial institution primarily to provide working capital for its current operations. As at October 31,
1982 $17,729,400 was outstanding under this agreement which is classified as a current liability in the
accompanying financial statements. The amount outstanding at February 11, 1983 approximated
$9,400,000. Management of the Company maintains a continuing relationship with this institution
through oral communications regarding current operations and through periodic reporting of its
financial condition. As indicated in Note 4, the Company was not in compliance with certain covenants
of this financing agreement during the year; however, the institution waived compliance through
October 31, 1982. The Company continues to be in noncompliance of certain covenants under the
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agreement and although the institution has indicated a willingness to continue to fund current operat
ing requirements and has funded operations through February 11, 1983, the institution has not
formally waived compliance of these covenants beyond October 31, 1982. However, economic and/or
operating conditions could change whereby the institution might discontinue funding and request
immediate repayment of the amount outstanding. Should this event occur, the Company presently has
no known source of alternative financing.
During January and February 1983 the Company conducted negotiations with three of its trade
creditors. As a result of such negotiations the Company entered into oral agreements to extend
payment of accounts payable aggregating $6,615,100 at October 31, 1982 beyond one year. As part of
the informal agreements, these two trade creditors have also agreed to purchase certain excess
inventory from the Company for cash and to exchange tubular goods and casing that is currently in
demand for products in the Company’s inventory that are not currently in demand. The final terms of
the agreements were still being negotiated and, as a result, the agreements have not yet been
formalized. Accordingly, the aggregate accounts payable amount from the two trade creditors is
classified as a current liability in the accompanying financial statements.
In September 1982, the Company amended an agreement with another trade creditor to purchase
approximately $2,067,000 of tubular goods now having a market value of approximately $1,214,000.
The terms of the amended agreement provide for a payment of $300,000 on November 1, 1982 and
three equal remaining payments of $589,000 on February 1, March 1, and April 1, 1983, respectively.
Title to the inventory passes to the Company upon the earlier of the Company (1) receiving firm sales
commitments for such goods or (2) making the aforementioned payments. The payment due on
November 1, 1982 was paid but no additional payments have been made. In addition, the Company has
been unable to obtain firm sales commitments for such goods. Management has had discussions with,
and continues to have discussions with, this trade creditor to cancel the commitment or to negotiate
relief under the agreement with respect to the amount to be purchased and the payment plan. To date,
such negotiations have not been successful. Therefore, the Company recorded a loss of $853,000 on
this purchase commitment during the fourth quarter of fiscal 1982.
In recognition of the reduced level of operations, the Company has taken steps to reduce over
head and has consolidated its operations. Management contemplates a reduced operating loss for fiscal
1983 and also believes that the Company will continue in existence with the steps it has taken, but the
attainment of such is subject to various uncertainties, including recovery in oil and gas drilling
activities in the geographical area in which the Company operates.
Thus, the continuation of the Company as a going concern is dependent upon the Company (1)
being able to receive continued financial support from its primary lending institution, (2) successfully
formalizing the aforementioned agreements with two of its major trade creditors, (3) negotiating a
favorable settlement of the aforementioned purchase commitment with a third trade creditor and (4)
being able to attain satisfactory levels of operations in order to meet its obligations as they become
due. The Company’s consolidated financial statements have been prepared on a going concern basis
and do not include any adjustments relating to the recoverability and classification of recorded asset
accounts or the amounts and classification of liabilities that might be necessary should the Company be
unable to continue as a going concern.
Report of Independent Accountants
To the Board of Directors and Shareholders of
Sterling Pipe & Supply Company
We have examined the consolidated balance sheet of Sterling Pipe & Supply Company and its
subsidiary as of October 31, 1982 and 1981 and the related consolidated statements of operations,
changes in shareholders’ equity (deficit) and of changes in financial position for each of the three years
in the period ended October 31, 1982. Our examinations were made in accordance with generally
accepted auditing standards and accordingly included such tests of the accounting records and such
other auditing procedures as we considered necessary in the circumstances.
As more fully discussed in Note 2, primarily because of a decline in drilling activity in the energy
industry, the Company sustained a net loss of $11,646,900 during the fiscal year ended October 31,
1982 which has weakened its current financial condition. The Company, (a) is currently negotiating
financing arrangements with certain of its trade creditors, (b) is negotiating with a creditor to amend a
purchase commitment that is unfavorable to the Company, (c) has taken steps to reduce its operating
losses and (d) continues to maintain a working relationship with its primary financial institution
although it is in default of certain covenants under a loan agreement with the financing institution. The
ability of the Company to continue normal operations is dependent on many factors beyond its control
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including the outcome of financing plans, creditor negotiations and the overall condition of the energy
industry. The Company’s October 31, 1982 consolidated financial statements have been prepared on a
going concern basis and do not include any adjustments relating to the recoverability and classification
of recorded asset accounts or the amounts and classification of liabilities that might be necessary
should the Company be unable to continue as a going concern.
Additionally, the Company is unable to estimate with any degree of certainty the ultimate
realization of the recorded noncurrent trade accounts and notes receivable due from certain of its
principal customers at October 31, 1982 because of uncertainties relating to (1) the Company’s collat
eral positions in certain oil and gas properties owned by the customers, (2) the ultimate outcome of
negotiations with such customers and (3) the ultimate recovery of oil and gas reserves to which the
Company may have legal right as a result of the aforementioned collateral positions.
In our opinion, subject to the effects on the 1982 consolidated financial statements of such adjust
ments, if any, as might have been required had the outcome of the uncertainties referred to in the two
preceding paragraphs been known, the consolidated financial statements examined by us present
fairly the financial position of Sterling Pipe & Supply Company and its subsidiary at October 31, 1982
and 1981, and the results of their operations and the changes in their financial position for each of the
three years in the period ended October 31, 1982, in conformity with generally accepted accounting
principles consistently applied.
February 11, 1983
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III
TROUBLED ENTERPRISES IN
THE PROCESS OF REORGANIZING

Some troubled enterprises in NAARS were in the process of reorganizing under Chapter 11
of the United States Bankruptcy Code when this survey was made. The enterprises had filed
petitions with U.S. courts to reorganize and were operating as “debtors in possession.” The
enterprises will not have to be liquidated if plans of reorganization are approved by the courts and
the creditors of the enterprises.
Four examples of troubled enterprises in the process of reorganizing are presented in this
chapter.
AM INTERNATIONAL INC.
Consolidated Balance Sheet
(Dollars in thousands)
As of July 31,
••••
Liabilities and Shareholders’ Equity
Current liabilities:
Bank loans and current portion of long-term debt
Accounts payable
Service contract obligations
Income taxes
Payroll related expenses
Other
Liabilities of discontinued operations
Total current liabilities
Liabilities subject to settlement under U.S.
and Canadian reorganization proceedings
Long-term debt
Other long-term liabilities

1982

1981
(Unaudited;
See Notes 1 and 4)

$ 17,434
32,351
43,616
968
46,306
23,914
4,993
169,582

$155,967
54,130
40,082
5,010
37,832
36,110
83,940
413,071

262,823
9,075
31,579

93,748
29,324

—
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Shareholders’ equity:
Common stock, par value $2.50
Authorized—15,000,000 shares
Outstanding—10,242,311 shares in 1982 and
10,240,961 shares in 1981
Capital in excess of par value
Notes receivable from former officers
Accumulated deficit
Cumulative translation adjustment
Total shareholders’ equity
Total liabilities and shareholders’ equity

25,606
96,312
(2,344)
119,574
(192,528)
(11,017)
(83,971)
$389,088

25,602
96,306
(2,344)
119,564
(109,494)
—
10,070
$546,213

Notes to Consolidated Financial Statements
Note 1—Significant Accounting Policies
Basis of Presentation—The Consolidated Financial Statements have been prepared in accordance
with generally accepted accounting principles applicable to a going concern, which principles, except
as otherwise disclosed, assume that assets will be realized and liabilities will be discharged in the
normal course of business. As a result of AM International, Inc. (the Parent) filing its Chapter 11
petition, as further discussed in Note 2, the Parent is presently operating its business as debtor-inpossession subject to the jurisdiction of the U.S. federal court.
Financial Statements—The 1981 Consolidated Financial Statements are unaudited. The 1980
Consolidated Financial Statements were audited and previously reported on without qualification by
[name of auditor] although they have refused to reissue their report on the Consolidated Financial
Statements for that year because of, among other things, the matters disclosed in Note 4. The 1981
and 1980 Consolidated Statement of Operations has been reclassified to separate the operating results
of discontinued operations consistent with the 1982 presentation. Approximately $12 million of de
ferred service contract revenue previously included in other long-term liabilities has been reclassified
to current liabilities in the accompanying July 31, 1981 Consolidated Balance Sheet.
••••

Note 2—Reorganization Proceedings
As discussed in Note 1, AM International, Inc. (the Parent) and its wholly-owned Canadian
subsidiary filed separate petitions for reorganization under the U.S. and Canadian bankruptcy laws on
April 14, 1982. The Parent is presently operating its business as debtor-in-possession under Chapter
11 of the U.S. Bankruptcy Code and is subject to the jurisdiction of the U.S. federal court.
In the U.S. Chapter 11 proceeding, substantially all liabilities as of the date of filing of the petition
for reorganization are subject to settlement under a plan of reorganization to be voted upon by the
Company’s creditors and shareholders and confirmed by the Court. The Company continues to con
duct its business as usual under court supervision while this proceeding is pending. At the present
time, a plan of reorganization has not been proposed.
Schedules will be filed with the courts setting forth the assets and liabilities as of the filing date as
shown by the Company’s accounting records. Differences between the amounts shown by the Com
pany and claims filed by creditors will be investigated and resolved. The amount included in the
Consolidated Balance Sheet as of July 31, 1982 as “liabilities subject to settlement under U.S. and
Canadian reorganization proceedings” represents the obligations as of the filing date as presently
shown by the accounting records, as follows:
Total
Canada
U.S.
(Dollars in thousands)
$10,282
$213,654
$203,372
Bank loans and other debt
Trade accounts payable and
1,513
49,169
47,656
accrued expenses
$262,823
$11,795
$251,028
Total pre-petition liabilities
The Company does not expect that such U.S. liabilities will be settled in the next year and the
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ultimate amount and settlement terms for such liabilities are subject to the plan of reorganization
referred to above, and accordingly are not presently determinable.
In the Canadian reorganization proceeding, a plan of reorganization was approved by the cred
itors on September 17, 1982 and by the Supreme Court of Ontario on October 12, 1982. The plan will
become effective on the earlier of receipt of certain surplus funds from the pension plans or December
31, 1982. The plan provides for 100% settlement of pre-petition liabilities as follows:
—Cash Payment
25%
—Series A Notes (Secured by the Toronto plant and office building with a net book
value of $3,394,000 at July 31, 1982. It is expected that this facility will be sold in
fiscal 1983 with the proceeds used to retire the notes. The notes bear interest at
floating prime rate between 15% and 19%, and mature the earlier of June 30, 1983 or
upon the sale of the Toronto facility).
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—Series B Notes (Secured by receivables, inventory and machinery and equipment
with a carrying value of $4,225,000, $4,757,000 and $809,000, respectively, at July 31,
1982. The notes bear interest at 5% and are payable in 21 quarterly installments
commencing twelve months after the date of the notes).
40
100%
Further information regarding the Chapter 11 and Canadian proceedings is presented below:
Secured Debt: The Revolving Credit Agreement is secured by $2,799,000 of notes receivable
resulting from divestitures and three real estate properties with a carrying value of $2,152,000 which
are owned in fee simple by the Company or in which the Company has a leasehold interest. An
additional $1,045,000 of debt is secured by a distribution facility in Ohio with a net book value of
$818,000. Should the security be insufficient to satisfy the debt, the difference would be considered an
unsecured liability.
Unsecured Debt: From the date of filing, the Parent and the Canadian subsidiary have been
protected from enforcement of default remedies under their various loan agreements. Post-petition
interest on the unsecured debt has not been accrued as such interest would not be included for
purposes of determining the amounts of creditors’ claims.
Trade Accounts Payable and Accrued Expenses: Vendors and creditors may file claims which
differ from the amounts reflected in the Parent’s records. These differences will be investigated and
any disputes may be resolved by negotiated agreement between the Parent and the claimant or by the
Court as part of the Chapter 11 case.
Leases: The Parent has exercised its right under the Bankruptcy Code to reject certain real
estate lease obligations and may elect to reject additional leases. Lessors may file claims for damages
as unsecured creditors in the Chapter 11 case. The maximum amount of such claims for real estate
leases rejected through September 30, 1982 is less than $1,000,000. The Company cannot presently
determine or reasonably estimate the ultimate liability which may result from leases rejected to date
or in the future. Since it is not possible at the present time to estimate the ultimate liability which may
result from such claims, no provision has been made therefor.
Other Matters: The Parent has also rejected and may elect to reject in the future vendor purchase
orders, compensation or severance contracts, personal property leases, service contracts and other
executory contracts. The Company cannot presently determine or reasonably estimate the ultimate
liability which may result from the filing of claims for the rejected contracts and no provision has been
made for these items. See Note 5 for the status of pre-petition litigation against the Company.
Summarized financial information as of July 31, 1982 and for the year then ended for the opera
tions subject to reorganization proceedings and those excluded from such proceedings is as follows:
(Dollars in Thousands)

Assets—
Current assets
Other assets
Total

Not Subject To
Subject To
Reorganization Reorganization
Proceedings
Proceedings
Other
Foreign* Eliminations
U.S. Canada*
$190,112 $13,021
113,910
5,431
$304,022 $18,452

$107,126
18,654
$125,780

$(30,239)
(28,927)
$(59,166)

Consolidated
$280,020
109,068
$389,088
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Liabilities and Shareholders’ Equity—
$262,823
Pre-petition liabilities
$251,028 $11,795
$ $ -210,236
(31,867)
All other liabilities
5,332
99,806
136,965
Shareholders’
(83,971)
(27,299)
25,974
equity (deficit)
(83,971) 1,325
$389,088
$(59,166)
Total
$304,022 $18,452
$125,780
$(45,848)
$613,535
Net Revenues
$198,760
$430,988 $29,635
Income from
continuing
operations before
income taxes and
extraordinary
$ 8,640
$(40,414)
credit
$(40,414) $(2,093)
$ (6,547)
*The Parent Company has guaranteed indebtedness of its foreign subsidiaries totalling $15.2
million, including $10.3 million in Canada, which guarantees are subject to the Reorganization Pro
ceedings.
Note 3—Discontinued Operations
The Company previously announced in its Form 10-K for the year ended July 31, 1981, its
intention to divest the following business units: Micrographics, Documentor, Infortext, Emeloid,
Addressograph, Office Supplies, Jacquard and the operations in Brazil. As of July 31, 1981 reserves
for loss on disposition of $43,740,000, including $14,275,000 for estimated operating losses from July
31, 1981 until disposition, were established. All of the above units have been sold.
The Printer Systems unit, which was developing a new line of office automation printers, was sold
in July 1982. In January 1982, the Company discontinued development of the electronic document
communications system which used a laser system for rapid conversion and transmission of printed
material.
During the fiscal year 1982, additional provisions for loss on disposal of $31,067,000 were recorded
to reflect the actual sales proceeds and to adjust certain divested net assets to their estimated
realizable values.
The operating results for the discontinued business units which comprise the “Discontinued
Operations” in the Consolidated Statement of Operations were as follows:
(Dollars in thousands)
Revenues
Cost and expenses
Operating (Loss)
Interest expense
Loss before income taxes
Income tax benefit
Loss from operations
Provision for estimated loss
on disposal
Loss on discontinued operations

1982
$ _
8,843
(8,843)
38
(8,881)
—
(8,881)

1981*
$208,178
303,804
(95,626)
11,259
(106,885)
—
(106,885)

(31,067)
$(39,948)

1980
$225,776
258,062
(32,286)
9,562
(41,848)
15,346
(26,502)

(43,740)
—
$(26,502)
$(150,625)
*Includes special review accounting adjustments described in Note 4 to the Consolidated Finan
cial Statements.
The assets and liabilities of discontinued operations consist of the following:
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(Dollars in thousands)

1982

1981*

Assets—
Current portion of notes receivable from sale of units
$ 1,991
$ —
Accounts receivable, net
5,602
45,318
Inventories, net
2,579
69,976
Property, plant and equipment, net
—
13,500
Rental equipment, net
—
5,195
Other assets
211
1,482
Total assets
10,383
135,471
Liabilities—
Accounts payable
1,237
12,384
Accrued expenses
950
11,607
Other liabilities
626
16,209
Reserve for estimated loss on disposal
2,180
43,740
Total liabilities
4,993
83,940
Net assets
$ 5,390
$ 51,531
*Includes special review accounting adjustments described in Note 4 to the Consolidated Finan
cial Statements.
Notes receivable from sale of divested units of $1,908,000 due after one year are included in
“other assets” in the Consolidated Balance Sheet at July 31, 1982. Included in “liabilities subject to
settlement under U.S. and Canadian reorganization proceedings” are $3,723,000 of pre-petition
liabilities related to divested units as of July 31, 1982.
Note 4—1981 Special Review Accounting Adjustments
As disclosed in the Company’s Form 10-K for the year ended July 31, 1981, a special review of
business and accounting matters initiated by the Company in April 1981 resulted in accounting
adjustments that decreased the net assets of the Company by $203 million. The review also revealed
significant weaknesses in operating, financial, and accounting controls and extensive inaccuracies in
the Company’s records.
The special review, based upon limited procedures, identified certain apparent errors in the
preparation of the consolidated financial statements as of July 31, 1980 and January 31, 1981 (the end
of the second quarter of fiscal 1981) and indicated that a substantial, but undetermined, portion of the
special review adjustments relate to matters which would have been more appropriately recorded in
previous financial statements. (It should be noted that the Company’s former auditors, [name
of auditor], have informed the Company that they have reviewed the special review adjustments and
that, in their opinion, it is incorrect to indicate that a substantial portion of these adjustments are
attributable to prior years.)
Management considered whether any previously issued financial statements should be restated to
reflect the special review adjustments. In connection therewith, special counsel to the Company
engaged [name of auditor], a firm of independent public accountants other than Company’s then
current auditors, to assist, among other things, in obtaining and evaluating certain information con
cerning the special review as it relates to the consolidated financial statements as of July 31, 1980.
Previous financial statements were not restated because factors such as the passage of time,
changes in the Company’s executive, financial and accounting and operating management, disposal of
certain operations, weaknesses in internal accounting controls, and the condition of the accounting
records made it impractical for current management to determine:
—The portion of the special review accounting adjustments made in 1981 that results from
apparent errors (which would require restatement of prior financial statements) and the por
tion that results from matters first arising in 1981 or reflecting differing judgments or changes
in circumstances regarding net asset valuations (which would not require restatement); and
—The extent to which the adjustments affect the reported results for any particular year prior to
1981.
Therefore, the accompanying Consolidated Statement of Operations for 1981 includes the full
effect of the special review accounting adjustments.
As more fully described in Note 3, management decided to dispose of certain operations in order
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to reduce debt and ease the Company’s liquidity crisis. Decisions were also made to reorganize,
consolidate, and/or relocate other operations in order to improve profitability. The adjustments, based
upon estimates developed when the 1981 Consolidated Financial Statements were issued, resulting
from those decisions are included in the 1981 special review accounting adjustments detailed below.
See Note 3 for additional provisions for losses related to discontinued operations recorded in 1982.
The following summarizes the special review accounting adjustments recorded in 1981, including
the matters referred to above:
Special Review
Accounting Adjustments
(Dollars in thousands)
Included in 1981 operating loss category:
Corrections resulting from failure to properly close the books as of July 31,
1980, at an operating unit
Revenue recognition corrections (Principally operating leases recorded as
sales in 1980)
Increased reserves for uncollectible receivables
Reserves established for product warranties
Write-off of certain intangible assets and foreign assets
Inventory adjustments resulting from corrections arising from adjustment of
book inventories to physical inventories
Increased reserves for excess and obsolete inventories
Fixed asset and depreciation corrections
Legal and audit fees associated with special review accounting adjustments
Total in operating loss category
Included in 1981 unusual expense category:
Loss from partial phaseout of duplicator manufacturing in the United Kingdom
announced in July 1980. (Provision for loss was omitted in 1980 based on an
anticipated gain from sale of real estate which was estimated to be
substantially more than the subsequently realized gain.)
Losses reported by international subsidiaries for July 1980, included in 1981.
(Adjustments were recorded in July 1980 for certain items applicable to periods
before July 1980, which amounts cannot practicably be quantified. See Note 15
for change in the fiscal year-end of the subsidiaries outside the United States.)
Loss related to German subsidiary that declared bankruptcy
Relocation and consolidation of facilities
Loss on computer subleases
Total in unusual items category
Included in 1981 other non-operating expense and income tax categories:
Write-off of deferred income taxes recorded in prior years (Note 8)
Adjustments associated with AM Leasing (Note 11)
Increases in reserves for uncollectible receivables
Write-down of repossessed inventory andother
Total in other categories
Included in discontinued operations category:
Apparent intentional overstatements of income at an operating
unit by local management occuring principally in prior years;
detected and corrected in 1981
Write-down and corrections of net assets related to discontinued operations—
Receivables
Inventories
Intangible assets
Fixed asset corrections and other
Total write-down and corrections
Provision for estimated loss on disposal
Total included in discontinued operationscategory
(Combined Total
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Decrease in 1981
Net Income and
Net Assets from
Special Review
Accounting Adjustments
$ 4,300
6,400
2,900
1,700
2,100
7,200
14,700
1,100
1,300
$ 41,700

$ 6,200
7,400
4,200
6,900
2,700
$ 27,400
$ 19,400
4,800
2,700
$ 26,900
$ 4,900
7,800
25,900
16,900
7,500
58,100
43,700
$106,700
$202,700

Note 5—Contingencies and Litigation
The Company’s financial statements are presented on the assumption that it is a going concern
and that, except as otherwise disclosed, assets will be realized and liabilities will be discharged in the
normal course of business, subject to the provisions of the United States Bankruptcy Code. No
adjustments have been recorded relating to the realization and classification of recorded asset
amounts, the amounts and classification of liabilities or the effects on existing shareholders’ equity
that might be necessary as a result of the Company’s filing for reorganization under Chapter 11 of the
Bankruptcy Code. This filing, the uncertainty regarding the eventual outcome of the proceeding in
reorganization, the effect of significant litigation and other adverse factors threaten the Company’s
existence as a going concern.
As a result of the Company’s filing a petition for reorganization under Chapter 11, all legal
proceedings against the Company, with certain exceptions including proceedings by Governmental
units to enforce their police or regulatory powers, were automatically stayed pursuant to 11 USC 362.
See Note 2 for lease and other contingencies related to the reorganization proceedings.
The Company is involved in various legal proceedings. The significant actions are as follows:
a. The Company was originally named as a defendant in thirteen securities class actions. Those
actions were subsequently consolidated in the United States District Court for the Southern
District of New York as In re AM International, Inc. Securities Litigation. All claims filed
against the Company were withdrawn without prejudice. The Consolidated Complaint, filed
on June 1, 1982, presently names certain former officers and directors and two current
directors of the Company and [name of auditor] (and certain of its foreign affiliates),
the Company’s former independent public accountants, as defendants. The Consolidated
Complaint alleges fraud, misrepresentation and violations of Section 10(b) and 20 of the
Securities Exchange Act of 1934 and Rule 10b-5 promulgated thereunder and seeks un
specified general and punitive damages, pre-judgment interest and suit costs, including at
torneys’ and accountant’s fees. At present, the Company has no indication that the plaintiffs
intend to reinstate their claims against the Company. The statutes of limitations have been
tolled by agreement during the period that the Company is not a defendant.
b. On November 12, 1981, the Madison Fund, Inc., which purchased 1,475,000 shares of Com
mon Stock of the Company directly from the Company in March 1981 and also purchased
additional shares in the open market, filed suit in the United States District Court for the
Southern District of New York. Madison Fund’s Second Amended Complaint, filed on May
17, 1982, alleges mis-representation of material facts regarding the financial condition of
the Company. The defendants are New Court Securities Corporation, which assisted the
Company in the transaction with Madison Fund, [name of auditor] (and certain of its
foreign affiliates), and certain former officers and directors and one current director of the
Company. Madison Fund seeks $27,000,000 in damages from the named defendants. Al
though the Company is not named as a defendant in this action, Madison Fund’s Second
Amended Complaint alleges that the Company violated the Federal securities laws and other
laws in connection with Madison Fund’s purchases of the Company’s stock. [Name of auditor]
has filed a Third Party Complaint against the Company seeking indemnification or con
tribution of any damages for which it may be held liable. The Third Party Complaint has
been automatically stayed as a result of the Company’s filing under Chapter 11.
c. On February 19, 1982, Richard B. Black, then Chairman and Chief Executive Officer of
the Company, filed suit in his individual capacity against the Company, [name of auditor],
Roy L. Ash, James R. Mellor and James H. Combes, former officers of the Company, alleging
that material facts regarding the financial condition of the Company were misrepresented to
him in connection with his employment and purchase of 300,000 shares of the Company’s
Common Stock. The suit was originally filed in the United States District Court for the
Northern District of Illinois but subsequently was transferred to the United States District
Court for the Southern District of New York. Mr. Black amended his complaint to add as
defendants John P. Birkelund, a current director of the Company, and Dr. Paul E. Gray and
Arthur F. Kelly, former directors. The Amended Complaint alleges damages of not less than
$3,000,000 against all defendants. This action was automatically stayed as a result of the
Company’s filing under Chapter 11. Subsequent to the filing of his lawsuit, Mr. Black re
signed from all of his executive positions with the Company and its subsidiaries but remained
as a consultant to the Company through August 1982. Mr. Black remains indebted to the
Company by reason of a $1,668,750 promissory note in favor of the Company representing a
portion of the purchase price for the shares upon which he is suing.
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The By-Laws of the Company provide for indemnification of present and former directors and
officers to the extent permitted by Delaware law. The Company maintains Directors and Officers
Liability Insurance, with an aggregate limit of $50,000,000 in any one policy year (February 1 through
January 31), which provides coverage for directors and officers under certain circumstances. The
Company has given notice to its insurance carriers with respect to the foregoing lawsuits, and the
carriers have reserved their rights with respect to these actions. Certain former directors and officers
have filed claims against the Company for indemnification or contribution with the Bankruptcy Court
for alleged liabilities which may not be covered by the Directors and Officers Liability Insurance.
These claims will be treated as general unsecured claims within the context of the reorganization
proceeding.
d. The Company and Local 1228 of the International Association of Machinists and Aerospace
Workers are parties to a Collective Bargaining Agreement covering employees at the Com
pany’s Euclid, Ohio plant. On October 28, 1981, Local 1228 filed a Complaint in the United
States District Court for the Northern District of Ohio alleging that the Company failed to
comply with an arbitration award, issued on July 28, 1981, which required the Company to
return to its Euclid plant certain tools, dies and fabrication work that the Company had
previously removed and subcontracted. The Complaint seeks injunctive relief and unspecified
damages for wages and benefits allegedly lost by employees represented by Local 1228 due to
the Company’s failure to comply with the arbitration award. A Temporary Restraining Order
was issued on November 4, 1981 requiring the Company to comply with the award. This
action was automatically stayed as a result of the Company’s filing under Chapter 11.
e. On December 23, 1980, the Company filed an action against Norfin, Inc., a former supplier of
the Company’s Multigraphics Division, in the United States District Court for the Northern
District of Illinois. The Complaint alleges, inter alia, the invalidity and non-infringement by
the Company of certain Norfin patents and breach of contract and seeks a declaration of
patent invalidity and non-infringement of the Norfin patents and damages of not less than
$83,000. On December 24, 1980, Donald L. Snellman, as successor in interest to Norfin, Inc.,
filed an action against the Company in the Superior Court of Washington for King County for
breach of contract. That Complaint seeks damages in the amount of $300,900. On February 6,
1981, the Company filed a First Amended Complaint adding Donald L. Snellman as an
additional defendant in the case pending in the United States District Court for the Northern
District of Illinois. On April 22, 1981, Norfin and Snellman filed a Counter-claim against the
Company in the United States District Court action alleging, inter alia, patent infringement,
breach of contract, unfair competition, deceptive trade practices, and trademark and trade
name misuse. The Counter-claim seeks injunctive relief and unspecified damages. On August
26, 1982, the Bankruptcy Court, following a hearing on Snellman’s Complaint for Relief from
a Stay, issued an Order lifting the automatic stay in order to allow Snellman to prosecute the
Counter-claim pending in the United States District Court.
f. On July 30, 1980, the Company filed suit against Eastman Kodak Company in the United
States District Court for the Northern District of Illinois for monetary damages and injunc
tive relief. The action alleges that Eastman Kodak’s Ektaprint line of copy duplicators in
fringes the claims of certain of the Company’s patents. Eastman Kodak has filed various
Counter-claims against the Company. While the Company believes that this action could
result in a substantial recovery, depending upon the extent of the infringement, and is
actively prosecuting this lawsuit, the ultimate outcome is not determinable at this time.
g. The Company has been advised that the Securities and Exchange Commission has issued an
order authorizing a private investigation of the Company. The Commission’s investigation
seeks to determine whether the Company and others violated Section 17(a) of the Securities
Act of 1933 and Sections 10(b), 13(a) and 13(b)(2) of the Securities Exchange Act of 1934, and
certain rules thereunder, in connection with previous disclosures concerning the Company’s
financial condition, the value of its assets, and the amount of its income. The Commission’s
investigation also seeks to determine the adequacy of the Company’s books and records and
accounting controls. The Company is cooperating with the Commission by providing various
documents and other information it has requested. The ultimate outcome of this investigation
is not determinable at this time.
h. The Company has also been named as a defendant in a number of product liability and other
general liability lawsuits. The Company is self-insured for the first $100,000 of each general
liability claim up to a maximum of $250,000 in any one policy year (May 1 through April 30).
i. On April 30, 1980, the Company entered into two third party leasing agreements for equip
ment manufactured by its Jacquard Division with North American Corporation. These
agreements obligated the Company to service equipment under lease by North American
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Corporation and to use its best efforts to remarket the equipment for a period of five years.
The Company has filed an application with the Bankruptcy Court to reject these two
agreements and North American Corporation has filed a claim in the Bankruptcy proceeding
in the amount of $1.2 million. North American Corporation has advised the Company that it
may file an amended proof of claim in the Bankruptcy Court in a larger amount and/or file suit
against the Company in connection with the Company’s performance under these
agreements. North American Corporation has not indicated to the Company with specificity
the nature of these claims or the amount by which these claims might be increased. The
Company intends to vigorously contest any claim or suit which North American Corporation
may file.
j. On September 20, 1976, Roy L. Ash, former Chairman of the Board of the Company, pur
chased 210,000 shares of the Company’s Common Stock from the Company for $540,000 cash
and a $1,350,000 promissory note. The promissory note matured in two equal installments on
October 31, 1980 and 1981 and bore interest at 6% annually. The note presently has an unpaid
principal balance of $675,000 which was due in full on October 31, 1981 and is secured by a
pledge of 85,720 shares. On September 30, 1981, Mr. Ash requested that the Company
register the 210,000 shares under the federal securities laws or repurchase them at $6-5/8 per
share (the market price on the date of his request), pursuant to the provisions of Mr. Ash’s
1976 agreement with the Company regarding the registration and repurchase of the shares.
On October 29, 1981, the Company informed Mr. Ash that it would not purchase his shares
and that it was not then possible to file a registration statement with respect to those shares.
Mr. Ash’s agreement with the Company also contains provisions relating to a guarantee that
he will receive sales proceeds equal to the market price on the date of his registration request.
See Note 13 for a discussion of the status of Mr. Ash’s note.
The eventual outcome of the aforementioned matters is not presently determinable. Accordingly,
no provision for any liability (or accrual for any asset) that may result therefrom has been recorded in
the accompanying Consolidated Financial Statements.
The Company is involved in various other legal proceedings incidental to its business. The out
come of those proceedings is not expected to have a material effect on the business or the financial
condition of the Company.
The Company has received deficiency notices from the Internal Revenue Service for 1975 and
1976 in the amount of $7,700,000, plus interest, and from certain state taxing authorities for income
and sales and use taxes for various periods. The Company has or intends to protest these alleged
deficiencies. In the opinion of management, the ultimate resolution of these tax matters will not have a
material adverse effect on the Company’s financial position.
The Parent is contingently obligated for approximately $6.5 million of guarantees related to third
party leasing transactions and other repurchase and remarketing obligations. Each of these
agreements is subject to the reorganization proceedings. The amount and nature of any claim arising
from these agreements is not presently determinable. Certain foreign subsidiaries are contingently
liable for approximately $3.4 million for guarantees to third party leasing companies.
Note 6—Bank Loans and Long-Term Debt
The Company’s bank loans and long-term debt were comprised as follows:

(Dollars in Thousands)
Bank Loans:
Domestic Revolving Credit
Agreement (including postponed
and deferred notes)
Bank loans to Canadian subsidiaries
Bank loans to United Kingdom
subsidiaries
Other bank loans, principally to
foreign subsidiaries
Total bank loans

July 31, 1982
Subject to Settlement Under
Reorganization Proceedings
(Note 2)
Not
Subject
Subject
Total
$ _
9,629
8,121
17,750

$140,563
10,282
4,154
154,999

$140,563
10,282
9,629
12,275
172,749

July 31,
1981
$126,000
13,448
22,268
21,354
183,070
39

Public Debt:
4-3/4% Convertible Debentures
(Net of $606 of debentures
held by the Company)
9-3/8% Debentures
(Net of $7,407 of debentures
held by the Company)
Other, including capitalized leases
Total debt
Classified in the consolidated
balance sheet as follows:
Bank loans and current portion
of long-term debt
Liabilities subject to settlement
under U.S. and Canadian
reorganization proceedings
Long-term debt
Total Debt

—

11,044

11,044

11,044

8,759
$26,509

37,593
10,018
$213,654

37,593
18,777
$240,163

37,593
18,008
$249,715

$ 17,434

$155,967

213,654
9,075
$240,163

93,748
$249,715

__

Upon filing of a petition under the Federal Bankruptcy Code by AM International, Inc. and a
similar filing by its Canadian subsidiary on April 14,1982, interest ceased to accrue with respect to the
unsecured debt that is subject to reorganization proceedings. However, a number of U.S. banks set
off a total of $885,000 from funds in AM International, Inc. bank accounts at the close of business on
April 13, 1982, in order to apply such funds to the outstanding balance of certain notes owed by the
Company. This amount is included in cash and temporary investments in the accompanying July 31,
1982 Consolidated Balance Sheet.
As a result of the filing of a petition for reorganization under Chapter 11 of the U.S. Bankruptcy
Code and various other factors, the Parent Company is in default under all indebtedness and substan
tially all other debt is also in default.
Average debt levels, interest expense and rates are as follows:
(Dollars in thousands)
1982
1981
1980
Outstanding Average Debt, Based on
Quarterly Data:
Bank Debt
$143,741
178,039 $111,551
52,934
Other Debt
68,787
78,730
Total
$196,675 $246,826 $190,281
Interest Expense Including Interest Associated
with Discontinued Operations:
$ 24,274 $ 31,243 $ 16,942
Bank Debt
4,993
Other Debt
5,641
6,882
$ 29,267 $ 36,884 $ 23,824
Total
Average Interest Rate for Year:
Bank Debt
16.9%
17.5%
15.2%
Other Debt
8.2%
9.4%
8.7%
Composite
14.9%
14.9%
12.5%
Aggregate annual maturities of long-term debt, excluding the amounts subject to settlement
under the U.S. and Canadian reorganization proceedings, are $128,000 in 1983, $333,000 in 1984,
$162,000 in 1985, $21,000 in 1986, $19,000 in 1988 and $260,000 thereafter.
Under provisions of the 4¾% convertible debentures, 138,050 unissued shares of the Company’s
common stock are reserved for conversion at $80 per share.
As of July 31, 1982, the following foreign subsidiaries’ assets included in the Consolidated Balance
Sheet were pledged as collateral under their loan agreements with an aggregate indebtedness of
approximately $16.5 million:
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(Dollars in Thousands)
Accounts receivable
Inventories
Property, plant and equipment
Other assets
Total assets pledged

$26,537
12,595
9,423
313
$48,868

Note 7—Unusual Expense
Included in the 1982 Consolidated Statement of Operations as unusual expense is $4,028,000,
which is comprised of $2,144,000 for the estimated severance and other costs to close the Euclid, Ohio
manufacturing plant and $1,884,000 to write down the inventory and manufacturing machinery and
equipment related to the optical character recognition (OCR) and electronic text editing product lines,
which product lines are being discontinued.
See Note 4 for a discussion of the unusual expense included in the 1981 Consolidated Statement of
Operations.
Note 11—AM International Leasing Corporation
AM International Leasing Corporation (AM Leasing) is a wholly-owned subsidiary which finances
equipment leased to the Company’s customers. AM Leasing is not included in the Parent Company’s
petition for reorganization under Chapter 11.
Long-term noncancelable leases of equipment recorded as sales by the Company, which were
financed by AM Leasing, amounted to $10,866,000 in 1982, $27,993,000 in 1981, and $72,787,000 in
1980. During fiscal year 1982, the Company ceased using AM Leasing to finance its sales. AM Leasing
will continue to collect its lease portfolio but will not continue to take new business except for
renewals. In the Consolidated Statement of Operations, the pre-tax income of AM Leasing is included
in “Other Income.”
A summary of financial information for AM Leasing and its subsidiary follows:
1982
1981
(Dollars in thousands)
Assets:
$65,862
$90,567
Receivables, net (including amounts due beyond one year)
(19,905)
(16,926)
Unearned finance charges
70,662
48,936
Net receivables
9,844
5,496
Other
76,158
58,780
Total assets
Liabilities:
53,882
39,285
Bank and other loans
401
183
Due to Parent Company
3,850
4,100
Other
58,383
43,318
Total liabilities
$15,462
$17,775
Equity and subordinated debt
Revenues Net Income
Year Ended July 31
$13,211
$ 177
1982
15,078
3,279
1981
13,421
1,606
1980
At July 31, 1982, minimum lease receivables for each of the next five years were: $32,789,000 in
1983, $20,356,000 in 1984, $12,464,000 in 1985, $5,861,000 in 1986 and $1,046,000 in 1987 and after.
The outstanding short-term borrowings at July 31, 1982 ($1,981,000) and 1981 ($3,215,000) had
average interest rates of 18¼% and 20¼%, respectively.
The Parent Company, AM Leasing and its lenders have agreed in principle on a Coordination
Agreement. The agreement provides, among other things (a) a revised repayment schedule for AM
Leasing’s indebtedness including accelerated repayments for excess cash over working capital re
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quirements, (b) a requirement to maintain Tangible Net Worth over $5,000,000 (currently
$15,462,000) and, (c) waivers of defaults under the original loan agreements. Under the Coordination
Agreement, AM Leasing’s bank and other loans are repayable $16,527,000 in 1983, $16,332,000 in 1984
and $6,426,000 in 1985. The interest rates on the long-term debt range between 8.75% and 17.05%.
Under prior agreements, AM Leasing is in default under its long-term debt agreements and the
Parent is required to maintain certain financial ratios for AM Leasing. AM Leasing’s lenders have not
exercised their default remedies under these agreements. Management believes that the Coordination
Agreement will be executed by the parties and approved by the Bankruptcy Court.
During the year ended July 31, 1981, as a result of the special business and accounting review,
certain adjustments were made to increase reserves for uncollectible receivables by approximately
$4.8 million and other charges of approximately $2.7 million were recorded. In addition, during fiscal
1981, the Company made a contribution of $7.5 million to AM Leasing as a result of the Company’s
contractual loan agreement obligation to cause AM Leasing to maintain a ratio of earnings to fixed
charges above 1.25. This is reflected in Other Non-Operating expense in the Consolidated Statement
of Operations.
Note 12—Retirement Plans (Continuing and Discontinued Operations)
The Company has several retirement plans covering substantially all Domestic employees. Ex
penses for Domestic retirement plans for the years ended July 31, 1982, 1981 and 1980 were
$8,806,000, $9,761,000 and $9,977,000, respectively. As of August 1, 1980, the Company changed
certain of its actuarial assumptions, which reduced pension costs by approximately $1,412,000 in fiscal
1981.
A comparison of accumulated plan benefits and plan net assets for the Company’s Domestic
defined benefit plans as of the valuation dates is presented below:
(Dollars in thousands)
Actuarial present value of
accumulated plan benefits—
Vested
Non-vested
Total
Net assets available
for benefits

August 1, 1981
August 1, 1980
Euclid, Ohio All other Euclid, Ohio All other
plan
plans
plan
plans
$26,516
3,674
$30,190

$106,724
4,819
$111,543

$23,979
5,078
$29,057

$ 95,809
5,695
$101,504

$17,555

$128,336

$18,606

$120,742

The actuarial present value of plan benefits has been determined using a 7% assumed rate of
return.
During 1982, the Company obtained a waiver from the Internal Revenue Service which allowed
the pension contribution of $4,800,000 due in April, 1982 to be deferred and amortized over 15 years.
In April 1982, the Company announced its plans to close the manufacturing facility in Euclid, Ohio and
accordingly to terminate the pension plan for employees at that plant. The Pension Benefit Guaranty
Corporation will assume control of the pension plan. In the opinion of outside legal counsel, the
Company will not be required to fund the unfunded pension benefits of the Euclid, Ohio plan because
of the Company’s negative net worth.
The Company has various foreign subsidiary retirement plans which supplement and are coordi
nated with required government plans. Expenses for foreign retirement plans for the years ended
July 31, 1982, 1981 and 1980 were $3,148,000, $2,679,000 and $3,980,000, respectively. Many of the
foreign subsidiary retirement plans are funded through mandatory government plans or insurance
company plans. Once the Company makes required funding payments, the Company has no further
obligations under these plans. Other plans for which the Company has future obligations had plan
assets of $23,600,000, $20,449,000 of vested benefits and $4,540,000 of non-vested benefits. Compara
ble data for the prior year is not available. Interest rate assumptions range from 5% to 15% for these
plans.
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Note 13—Stock Options and Stock Sales
••••

On February 20, 1981, the Board of Directors elected Richard B. Black Chairman of the Board
and Chief Executive Officer and the Company entered into an agreement with Mr. Black providing for
the sale of 300,000 shares of Common Stock at a price of $11.125 per share. On March 17, 1981, Mr.
Black purchased 300,000 newly-issued shares for $1,668,750 in cash together with a promissory note
for $1,668,750 secured by a pledge of the 300,000 shares. The terms of the note were modified in
February 1982 so that the note is non-interest bearing and matures in two equal installments on March
17, 1987 and March 17, 1988. Mr. Black resigned from the Company on February 27, 1982. Mr. Black
and Mr. Roy L. Ash, former Chairman, who is indebted to the Company for $675,000 related to a
purchase of 210,000 shares of the Company’s common stock in 1976, have informed the Company of
their intention not to pay the amounts outstanding. The receivables from Messrs. Black and Ash are
deducted from Shareholders’ Equity in the Consolidated Balance Sheet.
Report of Independent Public Accountants
To the Shareholders and the
Board of Directors of AM International, Inc.:
We have examined the consolidated balance sheet of AM International, Inc. (a Delaware Corpo
ration) and subsidiaries as of July 31, 1982, and the related consolidated statements of operations,
shareholders’ equity and changes in financial position for the year then ended. Our examination was
made in accordance with generally accepted auditing standards and, accordingly, included such tests
of the accounting records and such other auditing procedures as we considered necessary in the
circumstances, except as explained in the following paragraph.
This was our first examination of the consolidated financial statements of the Company and its
subsidiaries and the scope of our engagement did not include sufficient procedures with respect to the
consolidated financial statements for the preceding year to enable us to, and we do not, express an
opinion on the consistency of application of accounting principles with such year. However, as more
fully explained in Note 1 to the consolidated financial statements, in fiscal 1982, the Company changed
its methods of accounting for foreign currency translation and compensated absences, with which we
concur.
As more fully explained in Note 2 to the consolidated financial statements, AM International, Inc.
and its wholly-owned Canadian subsidiary filed separate petitions for reorganization under the United
States and Canadian bankruptcy laws on April 14, 1982. AM International, Inc. is presently operating
its business as debtor-in-possession under Chapter 11 of the U.S. Bankruptcy Code and is subject to
the jurisdiction of the U.S. federal court. Also,
a. In the U.S. Chapter 11 proceeding, substantially all liabilities as of the date of filing of the
petition for reorganization are subject to settlement or adjustment under a plan of reorgani
zation. Approval of such a plan requires the requisite vote of the Company’s creditors and
shareholders and confirmation by the Court. The Company continues to conduct its business
under court supervision while this proceeding is pending. At the present time, a plan of
reorganization has not been proposed.
b. In the Canadian reorganization proceeding, a reorganization plan, which generally provides
for 100% payment of prepetition obligations through a combination of cash and promissory
notes, has been proposed and approved by the creditors and the Supreme Court of Ontario.
The plan will become effective on the earlier of the receipt of certain surplus funds from the
subsidiary’s pension plans or December 31, 1982.
As shown in the consolidated financial statements, the Company and its subsidiaries reported net
losses of $245,051,000 in 1981 (including special review accounting adjustments of $202,700,000) and
$83,034,000 in 1982, and as of July 31, 1982, liabilities exceeded assets by $83,971,000. These factors,
among others discussed in the preceding paragraph and in Note 5 to the consolidated financial
statements, indicate that the Company and its subsidiaries may be unable to continue in existence.
The accompanying consolidated financial statements have been prepared on the basis of principles
of accounting applicable to a going concern which principles contemplate, among other things, realiza
tion of assets and payment of liabilities in the normal course of business, except as otherwise disclosed.
Those financial statements do not give effect to any adjustments relating to the realization and
classification of recorded asset amounts, the amounts and classification of liabilities or the effects on
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existing shareholders’ equity that may result from any plans, arrangements or other actions arising
from the aforementioned reorganization proceedings, or the inability of the Company to continue in
existence, because the eventual outcome of these matters referred to in the preceding two paragraphs
is not presently determinable.
As more fully explained in Note 5 to the consolidated financial statements, substantial litigation
and claims have been filed against the Company and others by alleged purchasers of the Company’s
publicly traded securities and by others, and the Securities and Exchange Commission is investigating
matters related to the Company and its subsidiaries. The eventual outcome of such matters, including
any claims against the Company which might arise therefrom, is not presently determinable. Accord
ingly, no provision for any liability that may result therefrom has been recorded in the accompanying
consolidated financial statements.
As more fully explained in Note 6 to the consolidated financial statements, the Company and its
subsidiaries are in default under substantially all of their loan agreements. From the date of filing
petitions for reorganization under the bankruptcy laws, the Company and its Canadian subsidiary
have been protected from enforcement of default remedies under their various loan agreements.
In our opinion, subject to the effects on the consolidated financial statements of such adjustments,
if any, as might have been required had the outcome of the uncertainties referred to in the preceding
five paragraphs, all of which relate to the realization and classification of recorded asset amounts, the
amounts and classification of liabilities and the effects on existing shareholders’ equity, been known,
the consolidated financial statements referred to above, as of July 31, 1982, and for the year then
ended, present fairly the financial position of AM International, Inc. and subsidiaries as of July 31,
1982, and the results of their operations and the changes in their financial position for the year then
ended, in conformity with generally accepted accounting principles.
Since we did not examine the accompanying consolidated financial statements as of July 31, 1981
and for each of the two years in the period ended July 31, 1981, we are unable to express, and do not
express, an opinion on those financial statements.
September 30, 1982 (except with respect to Note 2 as to which the date is October 12, 1982).
ITEL CORPORATION (DEBTOR IN POSSESSION)
Consolidated Balance Sheet
December 31, 1982 and 1981
(In thousands)
Pro forma
1982*
(Note 2)
Liabilities and Stockholders’ Equity (Deficit)
Accounts payable
Accrued liabilities (Note 7)
Secured debt (Note 8)
Secured debt deferral
Senior unsecured debt (Note 8)
Subordinated debt (Note 8)
Accrued interest on unsecured senior
and subordinated debt
Reorganization securities:
14% Secured Notes
10% Income Notes
Income taxes (Note 9)
Liabilities of discontinued operations (Note 6)
Total liabilities
Commitments, contingencies and litigation
Redeemable preferred stock (Note 13)
Reorganization securities—New Redeemable
Preferred Stock
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$ 9,900
43,900
324,300
9,400
—

—
—
165,800
77,000
11,900
22,900
665,100
—
55,000

1982

1981

$ 10,900
88,000
324,300
647,700
100,800

$ 10,200
58,100
342,000

143,200

134,000

—

—

652,800
100,800

__

__

—

—

14,500
52,900
1,382,300

13,200
127,000
1,438,100

73,200

73,200

__

__

Common stockholders’ equity (deficit)
Common stock (Note 14)
Reorganization securities—New Common Stock
Capital surplus
Accumulated deficit
Total common stockholders’ equity (deficit)

12,100
12,000
15,000
95,200
95,600
94,900
(320,400)
(366,200)
—
110,600
(213,100)
(259,300)
$1,242,400
$830,700
$1,252,000
*Pro forma amounts giving effect to the Plan of Reorganization (unaudited).
Consolidated Statement of Common Stockholders’ Deficit
Years ended December 31, 1982, 1981 and 1980
(In thousands)
Common
Capital
Accumulated
Stock
Surplus
Deficit
Balance at December 31, 1979
$91,700
$(378,100)
$11,800
Vesting under restricted stock bonus plan
(Note 14)
2,500
200
Dividend arrearage on redeemable preferred
stock (Note 16)
(5,800)
Net loss for the year ended December 31, 1980
(62,100)
—
—
Balance at December 31, 1980
94,200
(446,000)
12,000
Vesting under restricted stock bonus plan
700
—
—
Net income for the year ended December 31,
1981
79,800
—
—
Balance at December 31, 1981
94,900
(366,200)
12,000
Vesting under restricted stock bonus plan
100
300
—
Net income for the year ended December 31,
1982
45,800
—
—
Balance at December 31, 1982
$12,100
$95,200
$(320,400)
—

—

—

—

—

—

Notes to Consolidated Financial Statements
Note 1. Summary of Accounting Policies
Basis of Financial Statement Presentation: As discussed in Note 8, the Company has not made
scheduled principal and interest payments since March 1980 under virtually all of its unsecured
private and public debt instruments and has breached covenants in virtually all of its debt instru
ments. Efforts to negotiate a voluntary restructuring of its debt, which began in the fall of 1979,
proved unsuccessful and on January 19, 1981 Itel Corporation filed a petition for reorganization under
Chapter 11 of the Bankruptcy Code (the “Petition”).
As discussed in Note 2, Itel Corporation has filed an amended Plan of Reorganization (the “Plan”)
with the Bankruptcy Court which has been accepted by all classes of impaired creditors and equity
security holders and confirmed by the Bankruptcy Court. However, effectuation of the Plan is subject
to the resolution of a consolidated class action lawsuit and the reduction of the aggregate amount of
allowed general unsecured claims to $844.8 million (see Note 11).
Among Itel Corporation’s objectives in proposing the Plan are to permit the Company to return to
a positive net worth and to provide an opportunity to restore its operations to a level of economic
viability without undue risk of renewed default. In formulating the Plan, the Company has projected
higher revenues than earned in 1982 and 1981.
The Plan will affect the rights of the holders of all Itel Corporation’s preferred and common stock
and substantially all of its outstanding debt. Pursuant to the Plan, all of Itel Corporation’s preferred
and common stock, and its senior unsecured and subordinated debt will be cancelled and the holders
thereof will be entitled to receive cash and reorganization securities in accordance with the Plan. (See
Note 2.)
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The Company’s financial statements are presented in accordance with generally accepted account
ing principles applicable to a going concern, which principles contemplate, among other things,
realization of assets and payment of liabilities in the normal course of business. Continuation of the
Company as a going concern and realization of its assets and the amounts and payment of its liabilities
are dependent upon Itel Corporation’s ability to attain its objectives and reorganize successfully.
There can be no assurance that the Company will be successful in so doing. Further, no provision has
been made in the financial statements for consequences that may result from the reorganization,
including additional expenses associated therewith, the effects of rejection and/or non-performance of
executory contracts, adjustments of asset valuations to amounts realizable on liquidation if such
liquidation becomes necessary, changes in the status, amounts and relative priorities of liabilities,
claims, other litigation and contingencies, and the effects of the foregoing on existing preferred and
common stockholder interests. The eventual outcome of these matters cannot be determined at this
time.
As discussed in Note 6, the Company discontinued significant segments of its business in 1979 and
reported substantial losses in this connection. The assets of these discontinued segments are reflected
at their estimated net realizable values, and liabilities of these discontinued operations include re
serves for losses on disposal and estimated future operating losses. These net realizable values and
reserves are based on assumptions and estimates and may require adjustments in future periods;
however, it is not anticipated that any such adjustments will have a material effect on the Consoli
dated Financial Statements.
••••

Note 2. Proposed Reorganization
Itel Corporation filed a Plan of Reorganization in the United States Bankruptcy Court for the
Northern District of California on June 17, 1982 which was finally amended on December 8, 1982.
Pursuant to the Bankruptcy Code, Itel Corporation has submitted the Plan to all classes of
creditors and equity security holders of Itel Corporation whose claims or interests will be affected by
the Plan; all classes have accepted the Plan and it has been confirmed by the Bankruptcy Court
although effectuation of the Plan is subject to the satisfaction of two significant conditions by July 1,
1983 (or such later date as may be agreed by Itel Corporation and the Unsecured Creditors’ Commit
tee and approved by the Court). The conditions relate to the aggregate amount of general unsecured
claims allowed in the reorganization proceeding and to the settlement of the consolidated class action
lawsuit (see Note 11). While the Company has made substantial progress toward meeting both
conditions, there can be no assurance that the conditions can be met or that Itel Corporation will
reorganize successfully (see “Exhibit 1. Confirmation of Plan of Reorganization and Effective Date”).
Summary of Certain Plan Provisions
New Corporate Structure: Assuming the Plan becomes effective, Itel Corporation will be struc
tured principally as a holding company with operating subsidiaries. Itel Corporation will transfer to a
new subsidiary, Itel Rail Corporation (“Itel Rail”), substantially all of the assets now utilized by Itel
Corporation’s Rail Division, including four shortline railroads, railcars owned by Itel Corporation and
$6 million in cash. Itel Rail will conduct all the Company’s current and future rail operations (except
for the management and marketing of the Company’s residual interests in rail-related assets) and will
continue the Company’s railroad equipment leasing business as it is now conducted.
Another new subsidiary, Itel Container Corporation (“Itel Container”), will own all the assets
now utilized by Itel Corporation’s Container Division (other than the stock of certain affiliates). A
second new container subsidiary, Itel Containers International Corporation (“Containers Interna
tional”), will own the assets of Itel Container International B.V., a Netherlands corporation through
which the Company has conducted its container leasing business, and will continue as the lesser of
containers to third parties.
Other assets held by Itel Corporation prior to the Effective Date and not distributed or trans
ferred under the Plan will be retained.
Treatment of Secured Claims: Upon completion of the reorganization, Itel Rail will become liable
upon Itel Corporation’s rail-related obligations, including its obligations under seven issues of Equip
ment Trust Certificates (“ETCs”), which are secured by railcars and assignments of operating leases
of such railcars with shortline railroads. Itel Corporation will also remain liable on the ETC obliga
tions, but its obligations will become non-recourse, enforceable only against the stock of Itel Rail
which will be pledged to the ETC holders by Itel Corporation. In addition, the Plan provides (i) that
ETC debt service payments paid into segregated accounts in 1981, pursuant to procedures and orders
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approved by the Bankruptcy Court, will be paid to the ETC holders and (ii) that during the period
from 1982 through 1988, Itel Rail may defer ETC debt service payments up to an aggregate outstand
ing amount of $40 million, subject to certain conditions set forth in an agreement modifying the ETCs.
This agreement (the “ETC Modification Agreement”) will be entered into by Itel Corporation, Itel
Rail and the trustee for the ETCs and will take effect on the Effective Date of the Plan. Prior to
confirmation of the Plan, Itel Corporation has continued to make 1982 and 1983 ETC debt service
payments into segregated accounts.
The Plan provides that Itel Rail will assume the obligations of Itel Corporation under a condi
tional sale agreement with Citicorp Leasing, Inc. Upon such assumption, Itel Corporation will be
released from all its obligations under the agreement, but there will be no modification of the payment
terms. During the reorganization, Itel Corporation renegotiated the terms of several other conditional
sales agreements to provide for the assumption of its obligations by Itel Rail; these renegotiated
agreements have already been approved, or are expected to be approved, by the Bankruptcy Court.
All other allowed secured claims against Itel Corporation (which are primarily claims secured by
containers) are not impaired under the Plan, and all amounts in respect of such claims will be payable
in accordance with their terms, notwithstanding acceleration clauses.
Treatment of Unsecured Claims: General unsecured creditors (other than certain creditors de
scribed below) will receive, in exchange for and pro rata to their respective allowed claims:
(i) cash in an amount currently anticipated to be approximately $328 million (including a pay
ment to reduce the principal amount issued of the 14% Secured Notes);
(ii) up to $190 million principal amount of a new issue of Itel Corporation 14% secured notes due
in 1996 (the “14% Secured Notes”);
(iii) up to $110 million principal amount of a new issue of Itel Corporation 10% notes due in 2002
(the “10% Notes”);
(iv) 975,000 shares of a new issue of Itel Corporation Class A preferred stock having a par value
of $100 per share (the “New Preferred Stock”); and
(v) 10,500,000 shares of the new common stock of Itel Corporation (the “New Common Stock”),
representing 70% of the New Common Stock to be outstanding or reserved for issuance on
the Effective Date.
Holders of the three outstanding series of subordinated debentures of Itel Corporation will
receive, in exchange for and pro rata to their respective claims, (i) cash in an amount estimated to be
approximately $13 million (including a payment to reduce the principal amount issued of the 14%
Secured Notes); (ii) up to $20 million principal amount of 14% Secured Notes; and (iii) 1,350,000 shares
of New Common Stock, representing 9% of the New Common Stock to be outstanding or reserved for
issuance on the Effective Date.
Holders of priority unsecured claims under the Bankruptcy Code will be paid the full amount of
their claims in cash.
The exact amount of the cash distribution to general unsecured creditors will depend, among
other factors, on the cash generated from Operations and interest earnings on cash prior to its
distribution.
The 14% Secured Notes, 10% Notes, New Preferred Stock and New Common Stock are referred
to collectively as the “Reorganization Securities”. The 14% Secured Notes and the 10% Notes are
subordinated to certain claims (“Callback” claims) of Itel Rail which may arise against Itel Corpora
tion. In addition, depending on the level of the Company’s cash flow, interest accrued through De
cember 31, 1983 on the 14% Secured Notes may be deferred up to $12 million and interest on the 10%
Notes may be deferred or, with respect to interest accrued through December 31, 1983, may be
forgiven up to certain amounts. Dividends on the New Preferred Stock will be noncumulative until
December 31, 1985. Itel Corporation anticipates that certain deferrals (or forgiveness) of interest and
dividends on all of these securities will occur during the initial years following the Effective Date.
The Plan contains provisions that may, in certain circumstances, reduce the amount of 14%
Secured Notes and 10% Notes actually distributed to unsecured creditors. Itel Corporation estimates
that, pursuant to these provisions of the Plan, the aggregate principal amount of 14% Secured Notes
will be reduced by $20 million, of which approximately $18 million will be applicable to senior unse
cured creditors and approximately $2 million will be applicable to holders of Itel Corporation’s subor
dinated debentures.
Treatment of Equity Securities: Holders of Itel Corporation’s existing $1.44 cumulative preferred
stock and Series A $4.50 cumulative preferred stock will be entitled to receive, in exchange for and pro
rata to the liquidation rights of their respective shares, 1,650,000 shares of New Common Stock,
representing 11% of the New Common Stock to be outstanding or reserved for issuance on the
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Effective Date. Holders of the existing common stock of Itel Corporation will be entitled to receive, in
exchange for a pro rata to their shareholding, 1,050,000 shares of New Common Stock, representing
7% of the New Common Stock to be outstanding or reserved for issuance on the Effective Date. If the
Plan becomes effective, the existing common and preferred stock will be cancelled without further
action by the holders of these shares.
Other Claims: The Plan also provides for distributions to other persons having allowed claims
against Itel Corporation, including (i) persons asserting rescission, damage or related claims against
Itel Corporation for alleged violations of federal and state securities laws and (ii) certain priority
creditors under the Bankruptcy Code, including tax creditors, who will receive payment in full on
their allowed claims.
Executive Stock Plan: The Plan contemplates that Itel Corporation will implement an executive
stock plan pursuant to which up to 450,000 shares of New Common Stock (representing 3% of the New
Common Stock to be outstanding or reserved for issuance on the Effective Date) may be distributed in
the future as part of an incentive and compensation plan for certain key management personnel.
Pro Forma Balance Sheet (Unaudited)
The pro forma balance sheet at December 31, 1982 has been prepared on the assumption that the
Effective Date of the Plan described above, and issuance of the Reorganization Securities had oc
curred at that date. The amounts and estimates reflected in the pro forma balance sheet are subject to
change to reflect actual conditions when the Plan becomes effective. The pro forma amounts also
reflect certain adjustments and reclassifications, described below, to historical assets and liabilities
believed appropriate by management in giving effect to the reorganization.
(In millions)

Summary Balance Sheet
Showing Pro Forma Adjustments

December 31,
1982
Cash
$ 380.6
Net property
619.6
All other assets
242.2
$1,242.4
Secured debt & deferral
$ 324.3
Unsecured senior debt
647.7
Subordinated debt
100.8
Accrued interest on unsecured debt
143.2
14% Secured Notes
10% Income Notes
All other liabilities
166.3
—

—

Redeemable preferred stock
Common stockholders’ equity (deficit)

73.2
(213.1)
$1,242.4

Reclassi
fications
$ 14.0
(30.0)
$ (16.0)
$ 9.4
173.5
13.3
(143.2)
—
—

(69.0)

—

$ (16.0)

Pro forma
Pro forma December 31,
Adjustments
1982
$(329.0)
$ 65.6
(60.0)
559.6
(6.7)
205.5
$(395.7)
$830.7
$333.7
$23.6
(844.8)
(114.1)
165.8
165.8
77.0
77.0
8.0
88.6
(16.7)
55.0
55.0
(73.2)
110.6
323.7
$(395.7)
$830.7
—

—

—

Reclassifications: Pre-Petition claims covered by the Plan have been reclassified from accrued
interest and other liabilities to senior and subordinated debt. In addition certain cash held in escrowed
accounts has been reclassified to cash or applied to payment of other liabilities.
Initial Cash Distribution: The initial distribution of cash to holders of unsecured claims pursuant
to the Plan will include all cash in excess of $45 million plus restricted amounts. At December 31, 1982,
this would have resulted in a distribution of $300.8 million to senior unsecured claims; $11.5 million to
subordinated claims and approximately $16 million for administrative expenses (including the settle
ment of the class action lawsuit discussed in Note 11). Payments to senior unsecured and subordinated
claims include $20 million as a payment to reduce the principal amount issued of the 14% Secured
Notes.
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Net Property: There are significant uncertainties regarding the timing and amount of future cash
flows from Itel Rail. Cash generated by Itel Rail during the period 1983-1987 is not expected to be
sufficient in amount to permit payment of dividends to Itel Corporation, based upon the Company’s
projections of cash flows and the restrictions on dividends imposed by the ETC Modification Agree
ment. In addition, the terms of the ETC Modification Agreement limit claims arising from default by
Itel Rail to the stock of Itel Rail, without recourse to Itel Corporation. Accordingly, a provision of $60
million has been made in consolidation to reduce Itel Corporation’s investment in Itel Rail approxi
mately to zero. This adjustment will result in a reduction in future depreciation expense through
amortization over the estimated remaining life of the rail assets (approximately twenty years).
Other Assets and Other Accrued Liabilities: Debt discount associated with pre-Petition unse
cured claims has been written off. In addition, pre-Petition claims and secured debt deferrals have
been reclassified from accrued liabilities.
Pre-Petition Claims: Certain claims will be recognized in the reorganization proceedings as a
result of rejection of executory contracts and resolution of disputed claims. For the purposes of the pro
forma balance sheet, such claims have been estimated to be approximately $24 million.
Unsecured Senior and Subordinated Claims: Payments and distributions of Reorganization Se
curities to holders of unsecured claims and interests pursuant to the Plan will be in full satisfaction of
such claims and interests and, except as expressly provided in the Plan, all prior existing claims and
interests against the Company will be cancelled on the Effective Date of the Plan.
14% Secured Notes: $190 million of 14% Secured Notes are anticipated to be issued (net of a $20
million payment to reduce the principal amount issued). The Company’s financial advisors have esti
mated that based on current market and other conditions, securities with reasonably comparable
terms would trade in the market at an effective yield to maturity of approximately 16½% to 17½%;
accordingly, a discount to yield 17% has been applied to reflect the “fair value” for such 14% Secured
Notes.
10% Notes and Redeemable New Preferred Stock: The 10% Notes and the redeemable New
Preferred Stock are anticipated to be issued in the aggregate principal amount of $110 million and the
aggregate par value of $100 million, respectively. The 10% Notes and New Preferred Stock lack an
objectively determinable fair value because of the contingent nature of the interest and dividend
payments and the uncertainties related to the Company’s future operations. Therefore, these securi
ties have been reflected in the pro forma balance sheet at the call prices provided in each instrument at
which the Company may, in certain circumstances, redeem all of such securities, as an approximation
of fair values. The Company’s financial advisors expect that the initial trading values of the Company’s
10% Notes and New Preferred Stock will be significantly less than the amounts indicated in the
accompanying pro forma balance sheet. The existing preferred stock will be cancelled on the Effective
Date of the Plan.
Common Stockholders’ Equity: In addition to the adjustments described above, the common
stockholder accounts have been adjusted upon reorganization to eliminate the accumulated deficit.
The existing common stock will be cancelled on the Effective Date of the Plan.
A total of 15 million shares of New Common Stock will be issued or reserved for issuance pursuant
to the Plan. The Company’s financial advisors expect that the aggregate initial trading value of the
Company’s New Common Stock will be substantially less than the common shareholders’ equity
indicated in the pro forma balance sheet.
Exhibit 1. Confirmation of Plan of Reorganization and Effective Date
After a noticed hearing held on March 21, 1983, the Bankruptcy Court entered an order on March
22, 1983 (the “Confirmation Order”), confirming the Plan but making the occurrence of the Effective
Date of the Plan and consummation of the Plan subject to the satisfaction or waiver of two significant
conditions, described below, prior to July 1, 1983. The Confirmation Order was approved and also
entered by the United States District Court for the Northern District of California (the “District
Court”) on March 23, 1983. The Confirmation Order authorizes and directs Itel Corporation to make
all payments required under the Plan, to carry out the Plan, and to take such action, including the
completion, finalization and execution of documents necessary to consummate the Plan.
The Confirmation Order provides that the Effective Date of the Plan cannot occur, and, accord
ingly, that the Plan may not be consummated, until the Bankruptcy Court has entered a further order
finding that each of two conditions contained in the Plan have been satisfied or waived prior to July 1,
1983. If the two conditions are not waived or satisfied by July 1 , 1983 (or such later date agreed to by
Itel Corporation and its Unsecured Creditors’ Committee and approved by the Court), the Confirma
tion Order will become null and void. If the further order is entered, the Effective Date of the Plan will
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occur on the eleventh day thereafter (unless a further stay is then in effect), as provided in the Plan,
and Itel Corporation will proceed to effectuate the Plan.
The two conditions to the occurrence of the Effective Date and effectuation of the Plan are, first,
that the Bankruptcy Court and the District Court approve a settlement between Itel Corporation and
the plaintiffs in the Itel Securities Litigation (see Exhibit 2. Legal Proceedings) and, second, that
aggregate allowed general unsecured claims against Itel Corporation (claims in Classes 5-A and 5-B
under the Plan) do not exceed $844.8 million.
The Company currently anticipates that a definitive settlement agreement will be filed with the
District Court by April 15,1983, that a hearing to approve the settlement could be held before the end
of June 1983 and, accordingly, that the requisite approvals of the settlement could be obtained prior to
July 1, 1983. There can, however, be no assurance that a definitive agreement will be reached, that
such agreement will be approved by the courts required to pass upon the settlement, or even assum
ing that a definitive agreement is reached and approved, that such approvals will be obtained prior to
July 1, 1983 as required by the Confirmation Order or by any approved extension of that date.
With respect to the second condition contained in the Confirmation Order, Itel Corporation has
estimated that, as of March 21, 1983, the aggregate amount of claims in the relevant classes was in a
range from $875-885 million. Itel Corporation is continuing its efforts to reduce such claims through
compromise and litigation and currently anticipates that as of July 1, 1983 the aggregate amount of
such claims will be in a range from an amount somewhat below $844.8 to $860 million.
Itel Corporation is of the opinion that the foregoing amounts are reasonable estimates of the
claims at the specified dates. However, in view of the large number of claims involved, the complex
nature of a great many of the claims, Itel Corporation’s belief that the stated amount of many of the
claims is substantially in excess of the true value of such claims, the fact that the Bankruptcy Court’s
records do not yet reflect the settlement of a number of claims, and the inherent difficulty of predict
ing the outcome of litigation or settlement negotiations, these estimates are necessarily imprecise and
the actual amounts of claims may be greater or less than such estimates. Accordingly, there can be no
assurance that the second condition to the occurrence of the Effective Date will be met prior to July 1,
1983 or that it can be satisfied at all. In the event that the relevant claims are not reduced to or below
$844.8 million, Itel Corporation has the right to elect to make an initial distribution of cash under the
Plan to holders of such claims as though the aggregate amount of such claims on the Effective Date
was, in fact, $844.8 million. Itel Corporation has currently made no determination as to whether it will
elect to exercise this right.
Either or both of the conditions to the occurrence of the Effective Date may be waived by Itel
Corporation and two-thirds of the members of the Unsecured Creditors’ Committee. Moreover, as
noted, the date specified in the Confirmation Order as the date by which the conditions must be
waived or satisfied, July 1, 1983, can be extended by an agreement between Itel Corporation and the
Unsecured Creditors’ Committee (by a vote of two-thirds in number) and approved by the Bankruptcy
Court. Accordingly, if either or both of the conditions are not satisfied prior to July 1, 1983, Itel
Corporation, depending on the reasons for such failure and other relevant circumstances at the time
may seek a waiver of such conditions and/or an extension of the July 1, 1983 date. There can be no
assurance, however, that Itel Corporation will seek or that the Unsecured Creditors’ Committee will
consent to any such waiver or extension or that the Bankruptcy Court will approve any such exten
sion.
Itel Corporation currently anticipates that the Effective Date will not occur earlier than July
1983.
Exhibit 2. Legal Proceedings
A. Reorganization: On January 19,1981, Itel Corporation filed a petition for reorganization under
Chapter 11 of the Bankruptcy Code (the “Petition”) in the United States Bankruptcy Court for the
Northern District of California. On March 22, 1983 the Bankruptcy Court conditionally confirmed the
Plan. In accordance with the Bankruptcy Code, virtually all actions against Itel Corporation brought
by persons subject to the jurisdiction of the Bankruptcy Court, including certain of those described
below, were automatically stayed upon the filing of the Petition.
B. Itel Securities Litigation: Itel Corporation was named as a defendant in thirteen securities
actions which have been consolidated in the United States District Court for the Northern District of
California. (This litigation is referred to hereinafter as the “Itel Securities Litigation”.) Also named as
defendants were certain former officers and certain directors (all of whom have resigned except one
director) of the Company, the Company’s former independent public accountants and the underwrit
ers of certain Itel Corporation securities. The action alleges violations of federal and state securities
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laws, as well as violations of the common law of fraud, deceit and negligence. The substance of the
complaint relates to allegations that during the period from May 25, 1977 through August 6, 1979 the
defendants variously engaged in a scheme and course of business designed to maintain the price of Itel
Corporation’s securities at an artificially high level and that pursuant to that scheme, the defendants
variously made false and misleading statements to the investing public.
A purported class action proof of claim was filed in the Bankruptcy Court on behalf of the Itel
Securities Litigation plaintiffs seeking damages of $400 million. In addition, other defendants in the
Itel Securities Litigation have made claims against the Company for contribution to the extent
damages are awarded against them, and in the case of the defendant underwriters of Itel Corpora
tion’s securities offerings, claims for indemnification for damages awarded and/or expenses incurred in
connection with litigation. The Company’s directors’ and officers’ liability insurance carriers and
excess insurance carriers have filed claims against Itel Corporation in the Bankruptcy Court alleging
fraud and misrepresentation in the purchase of directors’ and officers’ liability insurance coverage.
Four classes of claims in the reorganization proceeding reflect the four categories of securities
issued by Itel Corporation as to which rescission and damage claims have been asserted in the
Bankruptcy Court.
The plaintiffs’ representatives and all the defendants, including Itel Corporation, in the Itel
Securities Litigation have agreed in principle on the material terms of a settlement of that litigation
and related proceedings pending in the Bankruptcy Court. The consummation of this settlement is
contingent on certain conditions described below.
Under the agreement in principle, the defendants will pay $40 million into an escrow account for
the benefit of the plaintiff class on or about the effective date of the settlement. Certain interest will
also be paid if payments into the escrow account occur later than April 15, 1983. The contribution of
Itel Corporation to the settlement fund will be $5,425 million. If the Bankruptcy Court and the
District Court approve the settlement agreement, in accordance with the terms of the agreement in
principle described below, the settlement fund will be distributed through the District Court, in the
manner approved by the District Court, to members of the class of plaintiffs represented in the Itel
Securities Litigation.
In addition, the agreement in principle contemplates that, as consideration for the contribution to
the settlement fund to be made by the underwriters of Itel Corporation’s officers’ and directors’
liability insurance and for releases of their claims against Itel Corporation in the reorganization
proceeding, Itel Corporation will distribute under the Plan 25,000 shares of New Preferred Stock
(aggregate par value of $2.5 million) to the insurers or, if the Plan is not effectuated but the settlement
is consummated, will pay the insurers $1.25 million in cash. It is anticipated that all parties to the
settlement will exchange mutual releases of various claims, including claims filed against Itel Corpora
tion in the reorganization proceeding for contribution, indemnification and other claims, and that Itel
Corporation will provide limited indemnification of the insurers against future liability. The precise
terms of the releases and of the indemnification are the subject of further negotiations. Such releases
by Itel Corporation may include releases of causes of action listed in the conclusions of the Examiner’s
report described below.
The agreement in principle provides that a definitive settlement agreement must be approved by
the United States District Court and by the Bankruptcy Court. Itel Corporation intends to send a
notice of the proposed compromise to all holders of claims related to the class action, as well as to other
parties in interest, as required under the Bankruptcy Court’s prior orders governing notices of
proposed compromises, and to set a hearing before the Bankruptcy Court for approval of the settle
ment agreement. The notice will describe the terms of the settlement agreement, including the terms
of the mutual releases and of Itel Corporation’s indemnification of the insurers. It is likely that the
hearing before the Bankruptcy Court will include an evaluation of the Examiner’s report.
Finally, the settlement agreement will be contingent on approval by the District Court of an
expansion of the class of plaintiffs to cover purchasers of Itel Corporation securities during the period
from May 25, 1977 through December 5, 1979.
Any member of the class of plaintiffs in the Itel Securities Litigation who exercises his right to be
excluded from the class will not be entitled to share in the settlement fund in the Itel Securities
Litigation and will be deemed to have waived a distribution in respect of his damage or rescission
claims against Itel Corporation under Section 1123(a)(4) of the Bankruptcy Code. The sole remedy of
any such member will be to pursue such claims as he might have against defendants in the Itel
Securities Litigation other than Itel Corporation.
The approval of a settlement of the Itel Securities Litigation is a condition to the occurrence of the
Effective Date of the Plan.
C. SEC Investigation: On November 1, 1979, the Securities and Exchange Commission (the
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“Commission”) issued an order authorizing a private investigation concerning the Company. The
Commission’s investigation is to determine whether the Company and others violated Section 17(a) of
the Securities Act of 1933 and Sections 10(b), 13(a), and 13(b) of the Securities Exchange Act of 1934,
and certain rules thereunder, in connection with disclosure concerning the Company’s financial condi
tion, the value of its assets, the amount of its income and the risk of an investment in Itel Corporation
securities. Moreover, the Commission is also investigating to determine the adequacy of the Com
pany’s books and records and accounting controls. There have been extended discussions concerning
the resolution of this investigation between the Company and the staff of the SEC. While the investi
gation is still pending and the Company cannot predict what, if any, action the SEC may take, it is the
view of the Company that the resolution of this matter will have no material financial effect on the
Company.
D. On April 28, 1980 an action entitled Tamara Gould against Itel Corporation and J. Henry
Schroder Bank & Trust Company was filed in the Supreme Court of New York, Westchester County
against Itel Corporation and J. Henry Schroder Bank & Trust Company (“Schroder”). The action
alleged breach by the defendants of covenants contained in Itel Corporation’s 10½% Sinking Fund
Debentures Due 1998 and the Indenture related thereto and sought damages of $24 million for the
plaintiff and members of a class of persons similarly situated whom plaintiff purports to represent. By
order dated April 22, 1982, the Supreme Court of New York, Westchester County dismissed the
plaintiff’s third amended complaint against Itel Corporation.
E. Before the Railroad Retirement Board: Under the Railroad Retirement and Unemployment
Insurance Acts the General Counsel for the Railroad Retirement Board initially determined on May
20, 1980 that Rail is an “employer” for purposes of the Railroad Retirement and Unemployment
Insurance Acts. The aforesaid determination was affirmed on reconsideration on December 5, 1980.
Rail appealed the initial determination to the Railroad Retirement Board (the “Board”) which upheld
the General Counsel’s determination. Rail appealed the Board’s decision to the United States Court of
Appeals for the Seventh Circuit (the “Seventh Circuit”), where the matter is now pending. If the
Board’s decision is ultimately sustained, Rail would have to pay approximately $450,000 annually in
higher Railroad Retirement taxes and unemployment contributions than its present Social Security
taxes and unemployment contributions.
F. Axel N. Eliasen v. Green Bay & Western Railroad Company, H. Weldon McGee, A. H.
Schaeffer, R. B. Wilson, John Winthrop and Charles W. Cox II: This is a certified class action filed in
the United States District Court for the Eastern District of Wisconsin on February 27, 1981 on behalf
of all holders (as of November 21, 1977), except defendants, of Class B Debentures of the Green Bay &
Western Railroad (“GBW”), now a subsidiary of the Company, against the GBW and against its
directors (as of November 21, 1977). The complaint asserts that Class B Debentures are actually
equity securities of GBW and that the director-defendants breached their fiduciary duty to the Class B
debenture holders by failing to sell the assets of the GBW and by instead recommending acceptance of
the Company’s tender offer for all the securities of the GBW. The plaintiff seeks damages against the
individual defendants in the amount of approximately $6.7 million. The District Court granted the
defendants’ motion for summary judgment on September 13, 1982. The plaintiff appealed the decision
to the Seventh Circuit, where the District Court’s decision was affirmed on March 11, 1983. Plaintiff
has filed a petition for rehearing in the Seventh Circuit.
G. Joseph M. Drexler, Hilda M. Sattler, Standard Safe Deposit Company of New York, Safe
Deposit Company of New York and Rippel & Co. v. Green Bay & Western Railroad Company,
Joseph R. Galassi, John M. Rose, H. Weldon McGee, Desmond P. Hayes and Paul M. Willard: The
plaintiffs in this action filed on December 24, 1980 in the United States District Court for the Eastern
District of Wisconsin are also holders of Class B Debentures who also contend that the Class B
Debentures constitute equity securities of GBW. The plaintiffs allege that subsequent to the time the
Company took control of GBW, certain director-defendants of GBW breached their fiduciary duty to
plaintiffs by misapplying and wasting the assets of the GBW, thereby depriving GBW of earnings that
allegedly should have been distributed to the plaintiffs. The complaint asserts no specific amounts of
damage, but seeks an accounting and restoration to GBW of alleged profits obtained by the Company
from GBW and the distribution of the same to the plaintiffs. The complaint also seeks the liquidation of
the GBW or an order requiring GBW to retire at book value plaintiffs’ Class B Debentures. Plaintiffs
now contend that the book value of their debentures is approximately $3,500 each for a total claim of
$3.3 million plus dividends that have allegedly been earned but not paid to plaintiffs owing to the
unusual capital structure of the GBW.
H. Eurobond Litigation: On January 21, 1982 a complaint was filed against Itel Corporation in the
Bankruptcy Court by Schroder as Indenture Trustee for three issues of senior public debentures
issued by Itel Corporation’s subsidiary, Itel Finance International N. V. (“Finance N. V.”) and guaran
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teed by Itel Corporation. The three issues, hereinafter collectively called the “Eurobonds”, are Fi
nance N.V.’s 9¾% Debentures due 1988 (in the original amount of $25 million), 9¾% Debentures due
1990 (in the original amount of $30 million) and 10½% Debentures due 1993 (in the original amount of
$40 million). As of December 31, 1982, the total principal outstanding on these Eurobonds was $78.5
million.
The complaint asks the Court for a declaratory judgment to the effect that Finance N.V. and
another subsidiary of Itel Corporation, Itel Navigation Finance (“Nav Fin”) are separate corporate
entities whose assets and liabilities should not be consolidated with the assets and liabilities of Itel
Corporation, and that the obligations of Finance N.V. and of Itel Corporation under the Eurobonds
are separate and distinct obligations.
The complaint also seeks (a) injunctive relief to prevent Itel Corporation from exercising its
control of Finance N.V. and of Nav Fin in order to dissipate their separate assets or to impair their
separate corporate status and (b) an order directing Itel Corporation to cause Finance N.V. and Nav
Fin to file proofs of claim against Itel Corporation in the reorganization proceeding.
Effectuation of the Plan shall constitute a release by the holders of the Eurobonds will respect to
all claims which may be or have been asserted by them, or by Schroder on their behalf, against Itel
Corporation, Finance N.V. and Nav Fin. The Confirmation Order contains provisions effective on the
Effective Date of the Plan requiring the dismissal of the proceeding brought by Schroder and provid
ing for the substantive consolidation of Finance N.V. and Nav Fin with Itel Corporation. Other
litigation brought by holders of Eurobonds (including an action commenced in the Netherlands An
tilles entitled “Application for Involuntary Liquidation of Itel Finance International N.V.” and a class
action filed on or about July 7 , 1982 in the Court of Chancery of the State of Delaware against Nav Fin
and various officers of Itel Corporation, Nav Fin and Finance N.V.) will be dismissed with prejudice
as to all defendants by the plaintiffs upon the Effective Date of the Plan.
I.
101 California: On January 18, 1983, Itel Corporation filed an action in the Superior Court of
the State of California in the City and County of San Francisco entitled Itel Corporation v. Gerald D.
Hines and Brobeck, Phleger & Harrison, No. 804442.
The complaint alleges, in essence, that Itel Corporation and Hines entered into an agreement for
the development of a project at 101 California Street, San Francisco, California, in October 1978. In
July 1979, Hines sent a notice terminating such agreement, thus creating in Itel Corporation a right to
acquire, among other things, an option on the land at 101 California Street. This land option had a
value to Itel Corporation in excess of $25 million. The complaint alleges that Itel Corporation did not
exercise the land option and that the officers of Itel Corporation conveyed to Hines Itel Corporation’s
valuable rights under the said agreement without authority and fair consideration at a time when both
Hines and Brobeck, Phleger & Harrison, Itel Corporation’s counsel, knew Itel Corporation was
insolvent.
The complaint asserts causes of action against Hines for fraudulent conveyance, contractual
indemnity, declaratory relief, unjust enrichment, breach of contract, fraud and waste; and causes of
action against Brobeck, Phleger & Harrison for breach of fiduciary duty, negligence and breach of
contract. Itel Corporation seeks recovery of damages in excess of $25 million.
J. Crocker National Bank (“Crocker”): On July 30, 1981 Crocker filed a claim against Itel
Corporation in the Bankruptcy Court in the amount of $753,308.18 plus in excess of $3.2 million for
attorneys’ fees, brokers’ fees and related costs and additional unliquidated amounts pertaining to
Crocker’s purchase of 400 gondola cars from Evans Transportation Company (“Evans”) and sub
sequent related litigation. The purchase resulted from Crocker’s letter to Evans agreeing to take over
Itel Corporation’s order for the cars if the Company were unable to perform under its purchase
agreement with Evans. On November 30, 1982, Crocker filed an amended claim in the amount of
$16,671,308.18 plus additional unliquidated and contingent amounts. On March 2, 1983, Itel Corpora
tion filed in the Bankruptcy Court an objection to Crocker’s amended proof of claim. Although Itel
Corporation believes that Crocker’s claim is worth substantially less than the amount in the amended
claim, it is unable to give a more precise evaluation of the claim at this time.
K. Computer Sciences Corporation (“CSC”): CSC filed a claim in the Bankruptcy Court for
approximately $10.6 million, alleging misrepresentation and fraud in connection with Itel Corpora
tion’s 1979 sale to CSC of three data services businesses. In May 1982 Itel Corporation commenced an
adversary proceeding in the Bankruptcy Court, objecting to CSC’s claim and asserting various coun
terclaims, including default by CSC under a $3.75 million promissory note given by CSC as part of the
above-mentioned sale. Settlement negotiations to date have been unsuccessful, and discovery is still in
progress.
L. Seatrain: Itel Corporation and Itel Container International B.V. (“B.V.”) filed claims against
the estates of Seatrain Lines, Inc. and two of its subsidiaries (hereinafter collectively “Seatrain”) in
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the U.S. Bankruptcy Court for the Southern District of New York on November 24, 1981 for
$8,068,821.00. Itel Corporation’s claims relate to defaults under three capital leases covering 200
refrigerated containers and 300 hi cube containers which were leased by Itel Corporation to Seatrain.
B. V.’s claims relate to defaults under a number of leases for dry vans and chassis leased by B.V. to
Seatrain. Additionally, Itel Corporation and B.V. filed suit on March 17,1982 in the Superior Court of
the City and County of San Francisco, State of California for lost and damaged equipment and related
expenses against Seatrain’s equipment insurer, United States Fire Insurance Company, for approxi
mately $6.9 million and against Itel Corporation’s own equipment insurer, American Home Insurance
Company, for approximately $5.6 million.
N. Hillman Put Agreement: As part of its compensation for equipment lease underwriting, the
Company frequently acquired residual rights to receive payments upon expiration or termination of
the related leases equal to an agreed percentage of the proceeds to be realized upon the disposition of
the leased equipment. In May 1979, Itel Corporation entered into a put option agreement (the
“Agreement”) with ALC Land Corporation (“ALC”) under which Itel Corporation had the option
exercisable only on December 31, 1991, to require ALC to purchase all residuals specified in the
Agreement (the “covered residuals”) at a price determined by a formula set forth in the Agreement.
Itel Corporation paid $15 million in cash to ALC under the Agreement. The Agreement provided that
if Itel Corporation exercised the put option, the payment by ALC would be in the form of a 10% note
with principal and interest due December 31, 1999; if the put option were not exercised, the Agree
ment provided that Itel Corporation would receive a $2.5 million cash refund payable December 31,
1991. The Agreement provided generally for recovery by Itel Corporation of (1) net losses from the
recorded residual values of the covered residuals assuming disposition on scheduled lease expiration
dates, (2) the cost of the put option, and (3) the book value at December 31, 1991 of covered residuals
relating to leases expiring after such date.
ALC had minimal financial resources. As a result of this, Itel Corporation and Wilmington
Securities, Inc. (“Wilmington”), the parent of ALC, entered into an agreement dated May 3 , 1979 (the
“Guarantee”) whereby Wilmington unconditionally guaranteed the performance of ALC’s obligations
under the Agreement up to and including $60 million of principal plus interest from December 31,
1991. In August 1979 The Hillman Company (“Hillman”), the parent of Wilmington, provided Itel
Corporation with written assurances that in the event a material portion of Wilmington’s assets were
distributed prior to December 31, 1991, Hillman would assume Wilmington’s obligations under the
Guarantee (ALC, Wilmington and Hillman are hereinafter referred to as the “Hillman Entities”).
Itel Corporation approached the Hillman Entities in 1982 and asked that the money paid for the
Agreement be returned to it. It based this demand principally on the contention that there was
inadequate consideration for the payment and, given Itel’s then financial condition, that the payment
was a fraudulent conveyance. Other grounds were also asserted by Itel Corporation as a basis for the
return of the $15 million payment. The Hillman Entities have resisted these contentions and defended
the legality of the transaction.
Negotiations with the Hillman entities resumed in January of 1983 and have been broadened to
include other legal issues that are outstanding between Itel Corporation, Itel Capital Corporation and
the Hillman Entities. These included claims filed by Hillman Entities in Itel Corporation’s bankruptcy
proceeding, litigation filed by Hillman Entities in the Delaware Court of Chancery and certain execu
tory contracts involving equipment lease financing to which Hillman Entities are a party, which
agreements Itel Corporation has proposed to reject. The negotiations are still in progress.
O. Hillman Coal and Coke Company and Wilmington Securities: On April 1 , 1982, Hillman Coal
& Coke Company and Wilmington Securities, Inc., allegedly as successors in interest to The Hillman
Company, filed a complaint against Itel Capital Corporation (“Itel Capital”), a wholly-owned sub
sidiary of Itel Corporation, in the Court of Chancery of the State of Delaware in and for New Castle
County. The complaint, as amended, asks the Court for (a) temporary and permanent injunctive relief
to prevent Itel Capital’s entering into or carrying out a Settlement Agreement, (b) Itel Capital to be
required to perform its duties under the Hillman Put Agreement (see above), (c) damages in an
unliquidated amount for alleged breaches of fidiciary duty by Itel Capital Corporation and (d) the
appointment of a receiver for Itel Capital. On June 24, 1982, the Court of Chancery denied the
plaintiffs applications for preliminary injunctive relief and the appointment of a receiver.
P. Examiner’s Report: On March 31,1981, following a motion by the official Unsecured Creditors’
Committee, the Court appointed as examiner the Los Angeles law firm of Munger, Tolies & Rickers
hauser (the “Examiner”) to look into the affairs of Itel Corporation and its subsidiaries and asked the
Examiner to propose the scope of its investigation. Based on the Examiner’s proposal, on June 12,
1981, the Bankruptcy Court ordered that the Examiner conduct an investigation of the past acts and
conduct of Itel Corporation, its officers, directors, agents, employees and accountants; claims and
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liabilities which Itel Corporation may have arising therefrom; assets of Itel Corporation as of the date
of filing of the Petition; and dispositions during the course of reorganization of some or all of such
claims, liabilities and assets. The Examiner’s report was filed with the Bankruptcy Court on
November 23, 1982. Itel Corporation was not privy to the Examiner’s investigation except to the
extent the Examiner made inquiries of Itel Corporation’s management during the course of the
reorganization.
As to the causes of action listed in this report, (1) certain of those against co-defendants in the Itel
Securities Litigation (including Itel Corporation’s former outside auditors and certain former officers)
are expected to be settled and released in the proposed settlement of the Itel Securities Litigation, (2)
that relating to rescission of the Hillman Put Agreement is being evaluated by Itel Corporation as
described above, and (3) the others (including causes of action against the Company’s former outside
counsel and former inside counsel) are also being evaluated by Itel Corporation.
Note 6. Discontinued Operations
In 1979, the Company discontinued significant business activities related to computer equipment,
computer services, transportation equipment and other operations. In connection with the decisions to
discontinue these activities, the Company established reserves for the disposal of assets, payment of
liabilities, and costs of termination. These charges reflected in the Company’s 1979 financial
statements, aggregated in excess of $300 million. Efforts to conclude these discontinuances have
continued through 1982, and have resulted in various adjustments to the reserves as the costs of
termination or losses on disposal became more determinable. It is not anticipated that any further
adjustments will have a material effect on the Consolidated Financial Statements.
Computer Equipment and Computer Services
The Company’s computer equipment operations consisted of two principal activities. The first
involved the arrangement of lease financing for IBM computers and for peripheral equipment man
ufactured by IBM and others. The second activity involved the marketing of peripheral computer
equipment, including IBM plug-compatible central processing units marketed under the name “Ad
vanced System”. From 1975-1977 the Company obtained insurance policies from certain underwriters
at Lloyd’s of London (“Lloyd’s”) for protection from liability in connection with certain potential
obligations to so-called “Assisted Parties” with respect to its IBM System 370 computer leasing
program. Early in 1979, IBM announced a new series of computer products which, together with
subsequent pricing, delivery and other announcements by IBM, caused significant disruptions in the
computer marketplace. These disruptions, combined with the Company’s substantial expansion and
financial commitment to its Advanced System products, resulted in severe marketing and financial
problems and questions from the Company’s existing and potential customers about the Company’s
ability to provide technical support for its computer products.
Consequently, the Company was unable to market its computer products successfully and decided
to withdraw from the computer equipment business. Reserves were provided for asset disposals,
marketing obligations, and future operating losses in the aggregate amount of $208.9 million.
Included in these reserves was a provision of $81.3 million for the estimated cost of fulfilling
computer equipment remarketing obligations, including estimated costs of settlement with Lloyd’s
and other insurers with respect to computer lease indemnity insurance policies. In December 1981,
the Company and Lloyd’s entered into a conditional settlement agreement, under which the Company
and Lloyd’s would exchange mutual releases and the Company would receive from Lloyd’s a cash
payment of $4 million, release of claims to an escrow of $2 million, and agreement to perform certain of
the Company’s obligations under certain insured assistance agreements. On the basis of this agree
ment, the Company reversed reserves related to the Lloyd’s program of $45 million at December 31,
1981. The settlement agreement was approved by the Bankruptcy Court in February 1982 and was
consummated in June 1982, thereby eliminating essentially all of the Company’s remaining material
liabilities associated with the Lloyd’s insurance program. The Company also reached two additional
settlements during 1982 with respect to computer remarketing obligations. Income of $4.4 million was
recorded as a result of these final settlements. With respect to the discontinuance of the Company’s
computer equipment operations, additional reserves of $9.9 million were provided in 1981, principally
related to the operations of foreign subsidiaries. In 1982, these reserves were reversed through
credits to income of $3.1 million.
In connection with the withdrawal from the IBM plug-compatible computer business, the Com
pany entered into an agreement with National Semiconductor Corporation (“National”) under which a
subsidiary of National took over most of the operations of the Company’s Data Products Group. Due to
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the complexity of and ambiguities in that agreement, serious disputes arose with respect to various
matters therein. Accordingly, negotiations commenced in late 1980 to arrive at an overall settlement
under which the Company would sell the balance of its inventory of Advanced System computers and
peripheral equipment, spare parts, test equipment, furniture, fixtures, leases and leasehold im
provements. Agreement was reached on two contracts in April and May 1981, which included a
comprehensive sale and settlement agreement. The purchase price included $34.6 million in 12%
unsecured promissory notes payable in quarterly installments over seven years. One of the notes (for
$5.5 million) was substantially satisfied by credits relating to National’s subsidiary obtaining releases of
Itel Corporation from certain of its specified obligations to specified parties. Through December 31,
1982, the principal amount of the notes was reduced by $6.4 million through cash payments and $5.2
million through credit for releases.
Discontinuance of the Data Products Group’s operations resulted in aggregate provisions in 1979
of $127.6 million, including reserves for estimated future operating losses and losses on disposal of
assets. During 1980, the Company determined that the operating losses would be $15 million less than
originally planned. This adjustment was partially offset by an additional provision of $7.5 million for
expected losses on disposal of assets. In 1981, primarily as a result of the 1981 agreements with
National Semiconductor Corporation, the Company further adjusted the reserve balance by $9.4
million.
In March 1979, the Company discontinued its general application financial and accounting-related
data processing services and related minicomputer marketing operations. In September 1979, it
discontinued its other computer services businesses. In 1979 reserves of $77.1 million were provided
for estimated future operating losses and losses on disposal of assets; charges against such reserves in
1979 totalled $57.1 million. By December 31, 1981 the Company had sold or appointed an agent to sell
substantially all of the assets of these businesses. As a result of these dispositions, the Company
adjusted the reserve balance in 1981 by $4.1 million.
The following is an analysis of the various reserves provided in 1979 related to the Company’s
discontinued computer equipment and computer services operations:
1982
1980
1981
(In millions)
Balance at beginning of year
$33.8
$154.2
$228.9
Charges to reserves
(67.2)
(6.8)
(71.8)
Adjustments to reserves credited to income
(7.5)
(7.5)
(48.6)
Balance at end of year
$ 33.8
$154.2
$19.5
Transportation Equipment
As of December 31, 1979, the Company discontinued its aircraft, ship chartering and truck leasing
services operations. Net reserves of $8.2 million were provided in 1979 for disposal and operating
losses, to which downward adjustments were made in 1980 and 1981 of $4.6 million and $.7 million,
respectively. No losses were anticipated in connection with the disposal of the Company’s ship char
tering operations. In 1980, $7 million of income was realized from ship chartering and from sales of
certain ships. In 1981, income of $5.9 million was recorded from the sale of four containerships and two
bulk carriers, which resulted in net proceeds of $46 million and the assumption of debt of $17.2 million.
In 1982, income of $1.2 million was recorded as a result of additional dispositions of transportation
equipment.
Other Discontinued Operations
The Company’s other discontinued operations included lease underwriting and insurance ac
tivities. Itel Capital Corporation (“Capital”), a wholly owned subsidiary, arranged financing for the
acquisition or leasing of equipment costing less than $1 million, administered the leases and other
contracts, and remarketed the equipment upon termination or expiration of the leases and contracts.
Capital ceased arranging new financing in 1979, but continued to administer the leases and contracts
and to remarket the equipment. A reserve of $3.8 million was provided in 1979 for estimated future
operating losses. During 1980, $7.5 million was added to that reserve.
In May 1982, Itel Corporation, Capital, Capital’s direct lender, and the owners of various equip
ment entered into a settlement agreement that resolved certain claims against Capital and Itel
Corporation. The agreement was approved by the Bankruptcy Court in July 1982 and became final in
December 1982. Pursuant to the agreement, substantially all of the assets of Capital were transferred
to the lender and the equipment owners. Itel Corporation was released from its obligations on a $9
56

million demand promissory note held by Capital and a $5 million note issued by Capital to the lender
and assumed by Itel Corporation; Capital was released from its obligations under a $1.8 million
working capital note. In turn the lender and the equipment owners have been allowed claims of
approximately $10 million against Itel Corporation in the reorganization proceedings. As a result of
the settlement, income of $10.2 million related to Capital was recorded in 1982.
Itel Corporation also owns two Bermuda-based companies formerly engaged in insurance and
reinsurance activities. Reserves were provided in 1979 in connection with potential losses related to
various claims and legal proceedings. The Company subsequently determined that the risk of losses
had been substantially reduced and reversed $2.8 million of those reserves in 1981 and $.8 million in
1982. Also reversed in 1981 were $1.6 million of reserves previously recorded in a domestic insurance
division.
In 1980, the Company recorded a gain of $1.7 million in connection with the settlement of a note
receivable relating to the sale of its backlog of pending capital equipment lease financing transactions.
The assets and liabilities of the Company’s discontinued operations at December 31, 1982 and 1981
are as follows:
1982
1981
(In millions)
Assets:
$$ 30.4
Insurance receivable
5.3
16.9
Accounts receivable, net
3.7
16.2
Finance leases receivable, net
.3
5.7
Property, net
13.1
Other, net
16.9
$22.4
$ 86.1
Liabilities:
$ .4
$ 7.7
Secured debt
31.7
53.6
Accounts payable/accrued liabilities
Claims allowed lenders and equipment owners re Itel Capital
10.0
settlement
27.1
Termination obligations
38.6
10.8
Discontinuance reserves
$127.0
$52.9
—

—

Note 7. Accrued Liabilities
Accrued liabilities consist of the following:

Rental equipment expense
Legal fees, other costs of litigation and reorganization related matters
Taxes other than income taxes
Wages, salaries and severance
Payments withheld on Rail secured debt
Accrued interest on secured debt
Rail operating and other expenses
Container operating and other expenses
Other

December 31
1982
1981
(In millions)
$ 8.1
$ 6.3
10.2
8.6
4.7
6.4
3.6
3.5
25.4
1.1
6.7
6.2
11.0
9.6
4.8
5.7
13.5
10.7
$88.0
$58.1

Note 8. Senior and Subordinated Debt and Accrued Interest
The Company has not made scheduled principal and interest payments since March 1980 under
virtually all of its unsecured private and public debt instruments and has breached covenants in
virtually all of its debt instruments. As of January 19, 1981, the date the Petition was filed, the
Company had not made approximately $175 million of scheduled principal and interest payments.
Subsequent to the filing of the Petition and in accordance with the Bankruptcy Code, interest ceased
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to accrue on pre-Petition unsecured debt of Itel Corporation. If the Petition had not been filed,
interest that would have accrued on such debt would have been $100 million for 1982, and $106.4
million for the period January 19, 1981 to December 31, 1981.
The Plan will substantially affect the terms of the Company’s existing debt and accrued interest.
See Note 2 for a discussion of uncertainties related to the reorganization and the impact of the
proposed plan on existing debt and accrued interest.
No subsidiaries of Itel Corporation joined in the Petition or are otherwise the subject of any
bankruptcy or insolvency proceeding, and therefore debt of such subsidiaries is not presently subject
to reorganization. However, substantially all of the debt of the subsidiaries is guaranteed by Itel
Corporation and to the extent that such guarantees are called on, the resulting obligations of Itel
Corporation would be affected by the reorganization. The debt of Itel Finance International, N.V.
(“Finance N. V.”), a wholly-owned subsidiary, is composed of three unsecured public issues amounting
to approximately $78.5 million principal. (The interest at stated terms for 1982 amounted to approxi
mately $9.7 million, and for the period January 19, 1981 to December 31, 1981 was approximately $8.7
million.) On November 10, 1982, Itel amended its Plan of Reorganization to create a separate class of
creditors for holders of the debt of Finance N.V. The amendment is a compromise providing for their
claims to be increased from $91.7 million (the amount of principal and accrued interest outstanding
when Itel Corporation filed the Petition) to $110 million. Pending final resolution of this matter,
interest on this unsecured debt of Finance N.V. has continued to be reflected in the Company’s
financial statements, and approximates the additional amount of the claim under the compromise. The
Plan provides that the assets and liabilities of Finance N.V. will be substantively consolidated with
the assets and liabilities of Itel Corporation.
Senior debt (excluding secured debt of discontinued operations) consists of the following:
December 31
1982
1981
(In millions)
Secured:
Equipment Trust Certificates:
$109.4
10% due 1984 to 1994
$109.4
9¼% due 1983 to 1993
109.1
109.1
18.3
9%% due annually through 1992
19.3
19.4
10⅜ % due 1984 to 1993
19.1
9.7
10.2
9½% due annually through 1993
10¾% due annually through 1991
6.9
7.4
1.9
9%% due annually through 1991
2.1
Capitalized lease equipment obligations
29.9
33.9
Equipment contracts
16.5
18.1
Secured debt related to term loans
8.5
Other secured debt
3.5
4.6
Total secured debt (net book value of asset security is
$326.3 at December 31, 1982)
324.3
342.0
Unsecured:
Bank borrowings:
Term loans
415.0
415.0
Other
19.7
26.9
Other private lenders:
9½% Senior Notes Due 1984 to 1993
29.0
29.0
9¼% Senior Notes Due 1983 to 1992
25.0
25.0
Held by the public:
75.0
10½% Sinking Fund Debentures Due 1984 to 1998
75.0
10½% Guaranteed Debentures Subject to Purchase Fund
33.5
33.5
Due to 1993
9%% Guaranteed Debentures Subject to Purchase Fund
25.1
25.1
Due to 1990
9%% Guaranteed Debentures Subject to Purchase Fund
19.9
19.9
Due to 1988
3.4
5.5
Other
Total unsecured debt
647.7
652.8
Total senior debt
$972.0
$994.8
—
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Equipment contracts are principally for the purchase of railcars and containers and are secured
by such equipment. At December 31, 1982, interest rates on the contracts range from 7.2% to 14.2%.
Scheduled maturities of secured senior debt in the next five years from December 31, 1982 are
$13.1 million, $24.4 million, $29.6 million, $32.3 million and $30.3 million, respectively. As described in
Note 2, scheduled debt service of secured debt under Equipment Trust Certificates may be deferred
up to a maximum of $40 million as a result of the reorganization. Approximately 96% of secured senior
debt is related to equipment in the Rail division. At Rail’s current level of utilization the lease revenue
(less related expenses) associated with equipment securing certain debt instruments is currently less
than the required debt service under those instruments. Generally the claim of a secured creditor
continues to accrue interest during a reorganization. However, because of the possibility that in
certain instances the collateral securing the creditors’ claims may have been worth less than the full
amount of the claim, certain scheduled payments due in 1981 and 1982, amounting to approximately
$23.7 million, have not been made. These amounts have, however, been segregated by the Company
with the agreement of the secured creditors holding the debt to which such payments relate. Disposi
tion of these funds will be made in accordance with the Plan.
Scheduled maturities of unsecured senior debt are not shown because such debt is expected to be
cancelled pursuant to the Plan. Principal payments on the Reorganization Securities would not com
mence until 1987, when $21 million is scheduled to be payable.
Reductions during 1982 and 1981 of approximately $7.2 million and $4.2 million in other unsecured
bank borrowings represent repayment of debt of subsidiaries upon disposal of such subsidiaries’ assets
and, in 1982, forgiveness of debt as a result of the Capital Settlement (see Note 6).
Subordinated debt consists of the following:
December 31
1982
1981
(In millions)
9⅝ % Subordinated Debentures Due 1998:
$100.0
$100.0
Face amount
(9.1)
Unamortized discount, based on an imputed interest rate of 11%
(9.1)
90.9
90.9
Net amount
9.6
9.6
6¾% Subordinated Debentures Due January 15, 1989
.3
.3
5 ½%
Convertible Subordinated Debentures Due September 1, 1988
$100.8
$100.8
Report of Independent Public Accountants
The Board of Directors and Stockholders
Itel Corporation
We have examined the accompanying consolidated balance sheet of Itel Corporation (debtor in
possession) and subsidiaries (the “Company”) at December 31, 1982 and 1981 and the related consoli
dated statements of operations, common stockholders’ deficit, and changes in financial position and
related supporting schedules for each of the three years in the period ended December 31, 1982. Our
examinations were made in accordance with generally accepted auditing standards, and, accordingly,
included such tests of the accounting records and such other auditing procedures as we considered
necessary in the circumstances.
On January 19, 1981, Itel Corporation filed a petition for reorganization under Chapter 11 of the
Bankruptcy Code. As discussed in Notes 1 and 2, Itel Corporation has filed a Plan of Reorganization
with the Bankruptcy Court which has been accepted by all classes of impaired creditors and equity
security holders. The Plan has been confirmed by the Bankruptcy Court, subject to the resolution of a
consolidated class action lawsuit and the reduction of the aggregate amount of allowed general unse
cured claims to $844.8 million (see Note 11). Among Itel Corporation’s objectives in proposing the Plan
are to permit the Company to return to a positive net worth and to provide an opportunity to restore
its operations to a level of economic viability without undue risk of renewed default. The Plan would
affect the rights of the holders of all of Itel Corporation’s preferred and common stock and substan
tially all of its outstanding debt. In formulating the Plan, the Company has projected higher revenues
than earned in 1982 and 1981.
The Consolidated Financial Statements are presented in accordance with generally accepted
accounting principles applicable to a going concern, which principles contemplate, among other things,
realization of assets and payment of liabilities in the normal course of business. Continuation of the
Company as a going concern and realization of its assets and the amounts and payment of its liabilities
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are dependent upon Itel Corporation’s ability to attain its objectives and reorganize successfully.
There can be no assurance that the Company will be successful in so doing. Further, no provision has
been made for consequences that may result from the reorganization, including additional expenses
associated therewith, the effects of rejection and/or non-performance of executory contracts, adjust
ments of asset valuations to amounts realizable on liquidation if such liquidation becomes necessary,
changes in the status, amounts and relative priorities of liabilities, claims, other litigation, and con
tingencies, and the effects of the foregoing on existing preferred and common stockholders interests.
The eventual outcome of these matters cannot be determined at this time.
Our opinion on the 1981 and 1980 Consolidated Financial Statements was qualified for the effects,
if any, of adjustments to the estimated net realizable values and reserves for losses of operations
discontinued in 1979. As explained in Notes 1 and 6, at December 31, 1982, it is not anticipated that
the resolution of any remaining uncertainties will have a material effect on the Company’s Consoli
dated Financial Statements. Accordingly, our present opinion on the 1981 and 1980 Consolidated
Financial Statements does not include such qualification.
In our opinion, subject to the effects of such adjustments, if any, as might have been required had
the outcome of the uncertainties referred to in the second and third preceding paragraphs been
known, the financial statements mentioned above present fairly the consolidated financial position of
the Company at December 31, 1982 and 1981 and the consolidated results of operations and changes in
financial position for each of the three years in the period ended December 31, 1982, in conformity with
generally accepted accounting principles applied on a consistent basis during the period.
March 22, 1983
SAXON INDUSTRIES, INC.
(Debtor-in-Possession)
Consolidated Balance Sheet
September 30, 1982
••••

Liabilities and Stockholders’ Deficit
Current liabilities:
Notes payable banks
Accounts payable
Accrued expenses and taxes other than income taxes
Current portion of long-term debt (Note 8)
Current portion of obligations under capital leases (Note 12)
Current liabilities of discontinued operations, net (Note 16)
Total current liabilities
Long-term debt, less current portion (Note 8)
Obligations under capital leases, less current portion (Note 12)
Deferred income capital leases (Note 13)
Other non-current obligations
Liabilities deferred pursuant to reorganization
proceedings under Chapter 11 (Note 7)
Total liabilities
Commitments and contingent liabilities (Note 14)
Stockholders’ deficit (Note 10 and 11)
Common stock
Capital surplus
Accumulated deficit
Add: Cost of Treasury Stock
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(In Thousands)
$ 5,878
7,897
13,531
602
1,178
10,694
39,780
13,618
49,276
19,685
179
310,988
433,526
$ 1,960
55,772
(264,940)
(207,208)
(6,092)

(213,300)
$220,226

Consolidated Statement of Operations and Accumulated Deficit
For the Nine Months Ended September 30, 1982
Net sales
Costs and expenses:
Cost of goods sold
Selling, administrative and general
Provision for doubtful accounts
Operating loss
Other expenses
Miscellaneous expenses
Interest expense
Provision for loss on sale of assets
Loss from continuing operations
Chapter 11 expenses
Loss on discontinued operations
Net loss
Accumulated deficit at beginning of period
Accumulated deficit at end of period
Loss per share of common stock:
Loss from continuing operations
Loss on discontinued operations and Chapter 11 expenses
Net loss

(In Thousands)
$360,354
$(300,405)
(61,609)
(334)
(1,731)
(15,095)
(1,077)

(362,348)
(1,994)
(17,903)
(19,897)
(3,576)
(16,000)
(39,473)
(225,467)
$(264,940)
$(2.53)
(2.50)
$(5.03)

Notes to Consolidated Financial Statements
(1) Proceedings Under Chapter 11
On April 15,1982, Saxon Industries, Inc. (the Company) filed a voluntary petition for reorganiza
tion under Chapter 11 of the United States Bankruptcy Code (Chapter 11). It is now operating its
businesses as a debtor-in-possession. Under Chapter 11, substantially all pre-petition liabilities are
subject to settlement under a plan of reorganization to be voted upon by all impaired classes of
creditors and equity security holders and, if approved, submitted for confirmation to the Bankruptcy
Court.
As part of the bankruptcy proceedings an Examiner was appointed by the Court to investigate
the affairs of the Company prior to the filing. On September 14, 1982 and January 31, 1983, the
Examiner issued an interim and a final report. These reports alleged irregularities by former man
agement personnel in the books and records of the Company. (See note 14(a) Commitments and
Contingent Liabilities).
As a result of the filing under Chapter 11, substantially all of the Company’s pre-petition unse
cured debt is in default under the terms of the applicable loan agreements, notes and indentures (See
note 7). From the date of filing, the exercise of default remedies are stayed and certain other contrac
tual obligations may not be enforced against the Company. Obligations to pay interest on pre-petition,
unsecured debt were stayed upon the filing of the petition.
Under Chapter 11, the Company may reject executory contracts and lease obligations. Parties
affected by these rejections may file claims with the Bankruptcy Court in the reorganization proceed
ings.
The accompanying consolidated financial statements have been prepared in conformity with
principles of accounting applicable to a going concern. Continuation of the Company as a going concern
and realization of its assets and liquidation of its liabilities in the ordinary course of business are
dependent upon, among other things, a confirmation of a plan of reorganization and the ability of the
Company both to maintain adequate financing and to achieve profitable continuing operations. The
Company is presently in the process of formulating a plan of reorganization. Since the date of the
filing, management has reviewed and assessed the Company’s operations and, as a result, discon
tinued its Business Products Group and Advertising Specialty Division and has sold the Business
Products Group and certain other operations (see notes 15, 16, and 17).
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Subsequent to filing, the Company concluded arrangements to obtain a line of credit, on a
revolving basis, for up to $10,000,000 to help finance continuing operations. The line of credit, which
bears interest at 2% over the banks’ prime money rate, is secured by certain accounts receivable of
approximately $12,500,000. There were no outstanding borrowings pursuant to this arrangement at
September 30, 1982.
To provide further temporary funds for the Company’s continuing operations in July 1982, the
Company obtained an additional line of credit with certain banks. Under the court approved agree
ment, the Company borrowed at 110% of the banks’ prime rate. At September 30, 1982, $5,877,744 of
borrowings were outstanding under this arrangement. The borrowings were repaid prior to De
cember 31, 1982. Further borrowings are not permitted under this facility.
On April 30, 1982, the Company’s wholly owned German subsidiary, Saxon Buromaschinen
GmbH, filed a bankruptcy petition in the Federal Republic of Germany. German bankruptcy law does
not permit reorganization; accordingly, this subsidiary is being liquidated. In 1981 the Company
provided for the write-off of its interest in this subsidiary and for losses and contingent liabilities
associated with the liquidation.
(7) Liabilities Deferred Pursuant to Reorganization Proceedings Under Chapter 11
The payment of the Company’s unsecured liabilities as of the date of the filing of the petition
under Chapter 11 has been deferred subject to settlement under a plan of reorganization and approval
by the Bankruptcy Court. As described in note 1, under the provisions of Chapter 11, the obligation to
pay interest on the Company’s pre-petition, unsecured indebtedness has been stayed. The 1980
Revolving Credit and Term Loan Agreement, the 594% Convertible Subordinated Debentures due in
1987, the 5.25% Convertible Subordinated Debentures due in 1990, and the 6% Subordinated Deben
tures due in 1990 all have provisions requiring the acceleration of debt in the event the Company files a
petition under Chapter 11. As of September 30, 1982, the Company’s records indicate the following
liabilities deferred pursuant to reorganization proceedings under Chapter 11 (in thousands of dollars):
Priority liabilities, principally taxes, salaries and notes payable
which are secured by certain accounts receivable of approximately $2,300
$ 6,782
General unsecured liabilities:
Long-term debt deferred:
Revolving credit and term loans
89,600
5¾% Convertible Subordinated Debentures due 1987 (a)
11,250
5.25% Convertible Subordinated Debentures due 1990 (a)
11,025
6% Subordinated Debentures due 1990 (a)
20,204
Accrued interest to April 15, 1982
4,381
Notes payable, including accrued interest
73,182
Accounts payable and accrued liabilities
108,821
Disaffirmed lease obligations
154
325,399
Less bank setoffs and cash collateral
14,411
Total
$310,988
(a) The 594% Convertible Subordinated Debentures due 1987 are listed on the Luxembourg Stock
Exchange and are convertible into common stock of the Company at $15 per share (subject to adjust
ments under anti-dilutive provisions). These debentures may be redeemed by the Company in princi
pal amounts of not less than $1,000,000 at varying redemption rates. The 5.25% Convertible Subordi
nated Debentures due 1990 are convertible before April 30, 1990 into common stock of the Company at
the rate of one share of common stock for each $48 of principal amount (subject to adjustments under
anti-dilution provisions) and may be redeemed by the Company prior to maturity at 100%. The 6%
Subordinated Debentures due 1990 may be redeemed by the Company at any time prior to maturity at
100% .
The Company is currently reviewing claims filed by creditors. Since a deadline for filing such
claims has not yet been established by the Bankruptcy Court, it is not possible to determine whether
the liabilities indicated above adequately reflect the claims of creditors that may ultimately be filed. In
addition, any claims filed by creditors which differ from the amount reflected in the Company’s
records may require resolution by the Bankruptcy Court. It is not currently possible to determine
whether the resolution of such differences, if any, will materially affect the 1982 consolidated financial
statements.
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(8) Long-term Debt
Long-term debt consists of 7¼4%-10¾% mortgage obligations of $13,618,000 net of the current
portion of $602,000. These mortgage obligations are secured by properties with a net carrying value of
$19,810,000.
The aggregate long-term debt maturing during the next five years is approximately as follows:
1983—$602,000; 1984—$588,000; 1985—$618,000; 1986—$651,000; 1987—$688,000.
(9) Pension Plans
The provision for pension costs amounted to approximately $850,000 for the nine months ended
September 30, 1982. Accrued unfunded pension liability at September 30, 1982 was $139,000. During
1982, the Company requested a waiver of minimum funding standards for 1981 from the Internal
Revenue Service (IRS); no final response to the Company’s request has been received. If the Com
pany’s request for a waiver of the minimum funding standards is denied, the Company’s additional
contribution would be $814,000.
Accumulated plan benefits and plan net assets for the Company’s funded and unfunded defined
benefit plans (calculated assuming the IRS grants the 1982 waiver request) as of the most recent
valuation date of January 1, 1982 is as follows (in thousands of dollars):
Actuarial present value of accumulated
plan benefits:
Vested (includes $118 for
unfunded plans)
Non-vested
Net assets available for benefits,
at market

$19,057
660
$19,717
$18,835

A 7½% rate of return was used in determining the actuarial present value of accumulated plan
benefits.
The Company has a retirement stock bonus plan supplementing its retirement programs. Con
tributions are made to this plan at the Company’s discretion, and in 1982, no contributions were made.
The Company also contributes to various plans under collective bargaining agreements which provide
for pension benefits. Total contribution to these plans were approximately $550,000 for 1982.
(1) Stockholders’ Deficit
The Company is authorized to issue up to 15,000,000 shares at $.25 par value common stock. At
September 30, 1982, the Company had issued and outstanding 7,838,947 shares and held 657,866
shares in the Treasury. In 1982, there were no changes in the common stock and capital surplus
accounts. The balance of $23,000 of deferred compensation costs included in treasury stock and
deferred compensation arising from stock purchase and option plans was written-off in 1982.
At September 30, 1982, common stock was reserved for issuance as follows:
1981 Incentive stock option plan
1969 Stock option plan
Conversion of debentures

Shares of
common stock
294,918
106,056
1,254,244
1,655,218

(14) Commitments and Contingent Liabilities
••••

As a result of the bankruptcy proceedings and through the ordinary course of business, the
Company has contingent liabilities under pending litigation. As indicated in note 1, the Company filed
a voluntary petition for reorganization on April 15, 1982. As a result, substantially all prosecution of
litigation against the Company is stayed, but such stay might be lifted by the Court in the future and
such litigation may be asserted in the bankruptcy proceedings pending with respect to the Company.
The most significant matters in litigation are as follows:
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(a) On September 9, 1982 and January 12, 1983, the Securities and Exchange Commission (the
“Commission”) filed complaints alleging violations of certain sections of the Securities Ex
change Act of 1934 during the years 1968 to 1982 by the Company and certain of its former
corporate and divisional officers. The complaints allege various irregularities on the books
and records of the Company, including the creation of false inventory amounts. On October 4,
1982, the Company, which is named only in the first complaint, consented to an injunction
without admitting or denying the allegations. In addition, on March 3 , 1983, one of the former
officers named by the Commission pleaded guilty to a criminal information charging him with
violations of the federal securities laws. On September 14, 1982 and January 31, 1983, the
Examiner appointed by the Bankruptcy Court filed reports with respect to various financial
irregularities, including those alleged by the Commission. In October 1982, a Consolidated
Class Action complaint was filed on behalf of purchasers of the Company’s securities alleging
violations of the federal securities laws and common law fraud as a result of the above
irregularities and naming as defendants certain of the Company’s present and former direc
tors, certain former officers and the Company’s previous auditors.
Based upon the facts alleged in the above complaints, information and reports, there
exist potential causes of action against the Company on behalf of purchasers of its securities.
(b) In 1980 and 1981 certain stockholder derivative actions, which are still pending, were filed
arising out of the Company’s purchase of 766,000 shares of its common stock in February 1980
from a group of former stockholders and seeking recovery of alleged damages on behalf of the
Company. Such actions named as defendants the former stockholders, the directors of the
Company then in office, and the Company as a nominal defendant. Cross-claims against the
Company have been asserted by certain of the other defendants, seeking to hold the Company
liable for any damages for which they are held liable.
(c) On April 16,1980, a class-action complaint was filed in the California State Court alleging that
the Company’s Blake, Moffitt & Towne division, and other companies fixed the price of
reprographic paper in violation of California’s Cartwright Act. The Company filed an answer
denying the allegations. A settlement agreement has been executed by the parties and
submitted to the Court. If the settlement becomes final, the Company will be party to it but
will have no liability under the settlement agreement.
(d) In 1980, the Company and its discontinued Business Products Group (see note 16) were
named as third-party defendants by a former photocopier equipment dealer. The action
sought $2,000,000 for compensatory and punitive damages, alleged fraud, misrepresentation,
breach of warranty and conspiracy. In March 1982, a decision against the Company for
$75,000 was reached. The third-party plaintiff has appealed to the Supreme Court of Alabama
for a new trial.
(e) In March 1979, an action was initiated against the Company by a former distributor of
photocopier equipment for alleged wrongful termination of a distributorship and for failure to
give proper notice of such termination. Damages claimed aggregate $750,000. The Company
denies any liability and has counterclaimed for approximately $132,000. Discovery proceed
ings have been concluded, but trial has not commenced.
(f) On March 17, 1983, the Company initiated actions against its former accountants alleging
damages for acts of fraud and misrepresentation.
(16) Loss on Discontinued Operations
In the nine months ended September 30, 1982, the Company provided an additional $16.0 million
for loss on the discontinuance and sale of the Business Products Group and the discontinuance of the
Advertising Specialty Division as described below.
(a) As a result of management’s review and assessment of the Company’s operations, the Busi
ness Products Group was discontinued pursuant to an agreement entered into on Spetember
24, 1982 for the sale of certain of the Group’s assets and the assumption of certain liabilities.
The proceeds of the sale amounted to $8,170,000 of which $8,000,000 was used to repay
certain lease obligations, with the remainder being paid to the Company in cash.
The 1982 and 1981 consolidated financial statements included provisions of $12.0 million
and $35.5milllion, respectively, for losses on this disposition. This division’s operating loss for
the nine months ended September 30, 1982 amounted to approximately $15,970,000 which
was charged against these provisions. In addition, approximately $16,000,000 of other losses
were charged against these provisions in 1982.
As described in note 14, the Company has commitments and contingent liabilities in
connection with the discontinuance of the Business Products Group.
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(b) On January 18, 1983, the Board of Directors authorized the disposition of the Company’s
Advertising Specialty Division. The Company has not agreed to any of the proposals which it
has received.
The 1982 and 1981 consolidated financial statements included provisions of $4 million and
$11 million, respectively, for losses on this disposition. This division’s actual loss for the nine
months ended September 30, 1982 was not significant.
(c) The combined condensed financial position as of September 30, 1982 for these segments are as
follows (in thousand of dollars):
Current liabilities
Add: Aggregate provision for losses
($46,500 in 1981 and $16,000 in 1982)
Less: Operating losses of $16,042 and other losses of
$16,383 incurred in 1982
Losses to be incurred in 1983
Less: current assets
Net current liabilities
Property, plant and equipment including real property and equipment
leased under capital leases, net
Other non-current assets
Less: Non-current liabilities
Net non-current assets

$17,266
62,500
32,425

30,075
47,341
36,647
$10,694
$17,877
144
18,021
14,568
$ 3,453

Auditor’s Opinion
The Board of Directors
Saxon Industries, Inc.:
We have examined the consolidated balance sheet of Saxon Industries, Inc. (Debtor-inPossession) and subsidiaries as of September 30, 1982. Our examination was made in accordance with
generally accepted auditing standards and, accordingly, included such tests of the accounting records
and such other auditing procedures as we considered necessary in the circumstances.
As set forth in note 1 to the consolidated financial statements, the parent company, on April 15,
1982, filed a petition for reorganization under Chapter 11 of the United States Bankruptcy Code. The
process of determining the amount of allowable pre-petition claims just began, and the ultimate
settlement of these claims will be determined when a plan of reorganization has been agreed to with
creditors and confirmed by the Bankruptcy Court.
As described in note 14, the Company is subject to a number of lawsuits and contingencies.
Although some provision has been made for these matters the final outcome and its effect, if any, on
the Company’s consolidated balance sheet is not presently determinable.
As described in note 6, the Company has available net operating loss and investment tax credit
carryforwards. Determination of the amounts of these carryforwards involve complex State and
Federal tax issues and the operating loss carryforward may be contingent upon the resolution of which
year for tax purposes such losses were incurred and upon the terms of the plan of reorganization
settling the bankruptcy proceedings.
The accompanying consolidated balance sheet has been prepared in conformity with principles of
accounting applicable to a going-concern. Continuation of the Company as a going-concern and realiza
tion of its assets and liquidation of its liabilities are dependent upon, among other things: (1) confirma
tion of a Plan of Reorganization (which will, among other things, result in significant adjustments and
reclassifications in the amounts reflected as liabilities and shareholders’ equity (deficit) in the accom
panying consolidated balance sheet), and (2) the ability of the Company to maintain adequate financ
ing, combined with the achievement of profitable continuing operations. The eventual outcome of
these matters is not presently determinable. The consolidated balance sheet does not include any
adjustment relating to the recoverability and classification of recorded asset amounts or the amount
and classification of liabilities that might be necessary should the Company be unable to continue its
existence.
In our opinion, subject to the effect on the consolidated balance sheet of such adjustments, if any,
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as might have been required had the outcome of the matters discussed in the preceding four para
graphs been known, the aforementioned consolidated balance sheet presents fairly the financial posi
tion of Saxon Industries, Inc. (Debtor-in-Possession) and subsidiaries as of September 30, 1982, in
conformity with generally accepted accounting principles applied on a basis consistent with that of the
preceding year.
We have examined the consolidated statement of operations and accumulated deficit and the
consolidated statement of changes in financial position of Saxon Industries, Inc. (Debtor-inPossession) and subsidiaries for the nine months ended September 30, 1982. However, as described
below, we were not able to perform certain procedures required under generally accepted auditing
standards:
(1) The balance sheet of the Company as of December 31, 1981 was examined by other certified
public accountants who were unable to express an opinion thereon and the Company did not
consider it practical for us to extend our audit procedures to examine the January 1, 1982
balance sheet.
(2) The scope of our examination was limited in that we were instructed to exclude the operations
of the Business Products Group and the Chukerman Division, both of which have been sold.
(3) We did not extend our procedures to investigate alleged irregularities in the Company’s books
and records as described in the Court-appointed Examiner’s reports.
(4) Company management was not in a position to make certain representations to us as required
by generally accepted auditing standards.
Accordingly, we express no opinion on the consolidated statement of operations and accumulated
deficit and the consolidated statement of changes in financial position of Saxon Industries, Inc.
(Debtor-in-Possession) and subsidiaries for the nine months ended September 30, 1982.
For reasons set forth in note 19, with which we concur, supplementary information on the effects
of inflation in accordance with Financial Accounting Standards Board Opinion No. 33 is not presented.
March 29, 1983
SOUTH ATLANTIC FINANCIAL CORP.
Debtor in Possession
Consolidated Balance Sheets
October 31, 1982 and 1981
••••
Liabilities and Stockholders’ Equity
Liabilities:
Accounts payable and accrued expenses
Deposits on sales contracts (Note 3)
Mortgages on real estate owned
6¾% subordinated debentures due February 15, 1982,
in default
Unamortized discount
6¼% convertible subordinated debentures due 1991,
in default
Unamortized discount
Accrued interest payable, in default
Commitments and contingencies (Notes 1, 4 and 7)
Stockholders’ equity:
Common stock, $.01 par value, 10,000,000 shares
authorized 2,705,894 shares issued and outstanding
Paid-in capital
Deficit
Total liabilities and stockholders’ equity
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1982

1981

$ 193
168
—
16,928
—
1,738
(75)
1,433
20,384

$ 650

27
45,565
(37,403)
8,188
$28,573

27
45,565
(34,920)
10,672
$33,245

—

3,127
16,928
(76)
1,738
(84)
291
22,573

Notes to Consolidated Financial Statements
1. Bankruptcy Proceedings and Significant Accounting Policies:
Bankruptcy Proceedings and Basis of Presentation
The Company’s 6¾% Subordinated Debentures in the principal amount of $16,928,000 matured on
February 15, 1982. The Company was unable to repay the debentures and related interest on the
scheduled maturity date and as a result these obligations are in default. The Company is also in
default with respect to its 6¼% Convertible Subordinated Debentures and related accrued interest.
The indenture trustees for the respective issues filed suits for collection of the principal, accrued
interest and costs of collection on the debentures.
On October 13, 1982, the Company filed a petition in the United States Bankruptcy Court for the
Southern District of Florida, seeking relief under Chapter 11 of the Bankruptcy Reform Act of 1978.
The Company has continued, as debtor-in-possession in Chapter 11, to conduct its business in the
ordinary course, subject to control of the Court. The Company intends to propose a plan of reorgani
zation with its creditors and shareholders which will provide for the satisfaction of their respective
claims and interests on terms to be agreed upon with its creditors and shareholders. However, there is
no assurance that the Company will be able to reach an accommodation with its creditors and share
holders under Chapter 11.
The accompanying consolidated financial statements have been prepared on a going-concern
basis. The going-concern basis assumes an entity will realize on its assets and liquidate its liabilities in
the normal course of business. Continuation of the business as a going-concern is dependent upon the
Company’s ability to develop a plan of reorganization acceptable to the creditors and shareholders,
obtain Court approval of the plan and, ultimately, achieve profitable operations. The financial
statements do not purport to give effect to adjustments, if any, that may be necessary should the
Company be unable to continue as a going-concern and, therefore, be required to realize on its assets
and liquidate its liabilities in other than the normal course of business, which could substantially
reduce the amounts realizable.
Principles of Consolidation
The consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries. All intercompany balances and transactions have been eliminated in consolidation. An
investment in a real estate joint tenancy in common in which the Company owns a 40% undivided
interest is accounted for under the equity method of accounting.
Real Estate Owned
Real estate acquired through foreclosure (which includes properties acquired by acceptance of a
deed in lieu of foreclosure) through December 31, 1977 is recorded at cost, which includes loan
principal, accrued interest, and expenses of foreclosure less accumulated depreciation plus holding
costs subsequent to acquisition. Real estate acquired subsequent to December 31, 1977 is recorded at
the lower of cost or estimated fair value in accordance with Statement of Financial Accounting
Standards No. 15, “Accounting by Debtors and Creditors for Troubled Debt Restructurings” (FASB
15). Costs relating to foreclosure of loans are expensed as incurred.
Allowance for Possible Investment Losses
The Company’s evaluation of the recoverability of each investment is determined by a comparison
of the carrying amount of the investment with its “estimated net realizable value” except for loans
probable of foreclosure after December 31, 1977, which are compared to their estimated “fair value”.
Net realizable value is defined as the estimated sales value upon subsequent disposition reduced by
the following estimates: (1) direct selling expenses, (2) costs of completion and improvements, (3)
direct costs during the projected holding periods, including taxes, maintenance and insurance (net of
rental and other income) and (4) the cost of capital to the Company over the projected holding period,
based upon the weighted average cost of all sources of financing of the Company at those dates,
including stockholders’ equity. Fair value is measured by the market value, if an active market exists.
If no market price is available, the estimation of fair value is made using methods consistent with the
calculation of net realizable value above, except that the expected cash flows are discounted at a rate
commensurate with the risks involved rather than the Company’s average cost of capital.
The allowance for possible losses includes the excess, if any, of the carrying value of each
investment over estimated net realizable value or, estimated fair value in the case of loans probable of
foreclosure subsequent to December 31, 1977.
The allowance for investment losses at October 31, 1982 does not include a provision for the
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projected cost of capital since counsel has advised the Company that interest on indebtedness gener
ally ceases to accrue upon the filing of the petition for relief under Chapter 11 of the Bankruptcy
Reform Act of 1978. However, there are certain circumstances under which the Bankruptcy Court
may require the Company to pay post-petition interest. In light of the foregoing and due to the
uncertainties surrounding the ultimate resolution of the bankruptcy petition, it is not possible to
determine the cost of capital in future periods, if any, and the date and terms under which a plan of
reorganization might be consummated.
In addition, due to the Company’s present financial condition and the adverse economic conditions
surrounding the real estate market, the Company has determined the estimated net realizable value of
its real estate investments in 1981 and 1982 on a bulk sale basis.
All provisions for estimated losses are charged to current operations. The Company charges the
allowance upon foreclosure in the case of a loan and when actual losses are realized upon ultimate
disposition of investments on which an allowance for loss has been provided. The evaluation of the
adequacy of the allowance is based on the assumption that the Company will be able to dispose of its
investments in the ordinary course of business and not on a liquidation basis.
Interest on Indebtedness
As a result of the bankruptcy filing referred to above, no interest has been accrued on any of the
Company’s indebtedness since October 13, 1982.
Income Recognition
Sales of Condominium Units
Due to uncertainties involving the total costs to be incurred and the ultimate profit, if any, to be
realized, the Company generally accounts for sales of condominium units by the cost recovery method,
which delays recognition of profits, if any, on such sales until its investment in the entire project has
been recovered. Proceeds from sales, which sometimes include permanent financing provided by the
Company, are treated as reductions of the carrying value of the related condominium project. How
ever, sales are recorded on the accrual basis of accounting when a sufficient number of condominium
unit sales have occurred to enable the Company to estimate the ultimate profitability of a project.
Sales and costs of sales recognized on the accrual basis totaled $7,679,750 and $7,571,069, respec
tively, in 1980. Such amounts were not significant in 1982 and 1981. Sales and costs of sales on
transactions recorded under the cost recovery method were $228,705 in 1982, $11,319,035 in 1981 and
$5,741,314 in 1980.
The permanent financing provided by the Company may sometimes be at less than market rates,
in which case, the carrying value of the receivable is adjusted to reflect the discounted value required
to yield current market rates.
Other Sales of Property
Bulk property sales such as sales of condominium projects, land parcels, or rental apartments,
have been included in sales of real estate owned and similarly in costs of real estate sold. Such sales are
recorded at the time both buyer and seller are fully committed to the exchange, title has passed and
the buyer has met certain financial commitments as to investments in the property and debt amortiza
tion.
Until a contract qualifies as a sale, all collections of principal and interest are recorded as deposits
and the cost of property sold is classified as assets under contract for sale.
Loans
Recognition of interest income is discontinued when, in the opinion of management, collectibility
is doubtful, which generally occurs when interest or principal is 60 days past due. Loans on which the
accrual of interest income has been discontinued are designated as non-earning. Interest collected on
non-earning loans is recorded as income when received.
Accounting for Troubled Debt Restructuring and Exchange
of Assets in Satisfaction of Senior Indebtedness
Assets “swapped” to creditors for the cancellation of indebtedness are valued at fair value, which
represents the estimated selling price a property will bring if exposed for sale in the open market,
allowing a reasonable time to find a purchaser, and assumes a rate of return to the purchaser consis
tent with the risk elements involved. In most instances, fair value will differ from the value at which
the asset is carried on the books of the Company prior to the exchange. The amount of such difference
is classified as loss on transfer of assets in the accompanying statements of operations. An extraordi
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nary gain is recognized to the extent that the consideration received from a creditor in a swap (i.e.,
cancellation of indebtedness and cash) exceeds the fair value of the assets except that, in accordance
with FASB 15, gains on swap transactions are not recognized where the creditor retains any indebt
edness from the Company and the carrying value of the remaining debt is less than the projected total
future cash payments relating to such debt.
Per Share Data
Per share data are based on the 2,705,894 shares outstanding during 1982, 1981 and 1980. As
sumed conversion of convertible debentures outstanding would not have had a material effect on net
income (loss) per share and therefore fully diluted per share amounts are not presented.
Subordinated Debentures
The 6¼% Subordinated Debentures are convertible into shares of common stock at $21.00 per
share.
Prior to October 13, 1982 debt discount and expense were amortized over the life of the issue on
the straight-line method. In view of the acceleration of maturity of the 6¼% Subordinated Debentures
deferred debt expense of $31,281 was written off in 1982 and amortization of debt discount was ceased
as of October 13, 1982.
Reclassification
Certain amounts contained in the financial statements for the years ended October 31, 1981 and
1980, have been reclassified to conform to the 1982 presentation.
4. Allowance for Possible Investment Losses:
The real estate industry is experiencing adverse economic conditions as a result of continued high
interest rates and reduction in consumer demand. In this connection, the amounts and timing of the
ultimate realization of the Company’s real estate investments involve various assumptions and esti
mates regarding future economic conditions. Present economic conditions and the uncertainty of
future events and conditions are such that the amounts and timing of the ultimate realization of the
Company’s real estate investments are the subject of significant uncertainty at this date.
The amounts of the allowance of $3,530,000, $5,844,500, and $8,000,000 at October 31, 1982, 1981
and 1980, respectively, relate to real estate owned.
Changes in the allowance for the years ended October 31, 1982, 1981, and 1980 were as follows:
Balance, beginning of year
Provision (credit) for possible
investment losses
Amounts charged to allowance for
disposition of investments
Balance, end of year
Percentage of total real estate
investments at year end

1982
$5,844,500

1981
$8,000,000

1980
$11,639,000

804,479
(3,118,979)
$3,530,000

1,080,668

(1,317,183)

(3,236,168)
$5,844,500

(2,321,817)
$ 8,000,000

12.1%

15.8%

15.1%

The significant components of the allowance for possible investment losses at October 31, 1982
and 1981 are as follows:
Excess of cost, including estimated
amounts required to sell over
estimated selling price
Estimated future holding costs including
interest in 1981 based on the weighted
average cost of capital

1982

1981

$3,192,000

$5,061,300

338,000
$3,530,000

783,200
$5,844,500
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At October 31, 1981 estimated future holding costs included estimated interest carrying cost
amounting to $561,000 which was calculated at a rate of 4.375% based on the Company’s cost of capital
at that date. As discussed in Note 1, at October 31, 1982, the Company did not include interest
carrying costs with respect to its indebtedness in the determination of the allowance for possible
investment losses and interest carrying charges of $401,400 were reversed and credited to the provi
sion for possible investment losses in 1982.
5. Assets Exchanged for Indebtedness:
During the years ended October 31, 1982, 1981 and 1980, the Company exchanged certain real
estate loans and investments for outstanding indebtedness and other consideration. The gains before
income taxes are comprised of the following:
1980
1982
1981
$12,381,876 $14,042,874
Indebtedness satisfied
$3,102,000
Accrued interest on indebted
ness satisfied
2,631,060
Total
12,381,876
16,673,934
3,102,000
Less estimated fair value
(reflects writedowns of
$59,632 in 1982, $528,922
in 1981 and $355,983 in
1980)
3,102,000
11,629,238
9,744,077
Total gains
752,638
6,929,857
Gains not recognized where
creditor retains indebted
ness
(599,799)
Extraordinary gains
before income taxes
$ 752,638 $ 6,330,058
$______
7. Litigation:
See proceedings under the Bankruptcy Act described in Note 1.
With respect to litigation pending against the Company prior to the Company’s filing of its
Chapter 11 petition, Section 362 of the Bankruptcy Reform Act of 1978 and Rule 11-44 of the Bank
ruptcy Rules of Procedure provide for a mandatory stay of all actions which are pending against the
Company at the time of the Chapter 11 filing. The Bankruptcy Reform Act and Bankruptcy Rule do not
extinguish liability but prevent the active enforcement or prosecution of claims which may be pending
in courts other than the Bankruptcy Court unless and until proper application is made to the Bank
ruptcy Court for relief from the Stay. Due to these provisions, actions pending on or before October
13, 1982 against the Company have been stayed.
A former borrower of the Company filed suit in 1978 seeking damages against the Company and
others in excess of $1,000,000 arising from the Company’s alleged violation of certain Federal Anti
trust laws. In addition, the Company is a party to other litigation arising in the normal course of
business. At this time, management is unable to determine the loss, if any, which might result from
the above mentioned litigation.
Management intends to contest such claims vigorously; however, the lawsuits are in such stages
that counsel and the Company are presently unable to determine the outcome of these matters.
Report of Independent Public Accountants
To the Board of Directors & Shareholders
of South Atlantic Financial Corp. (Debtor-in-Possession)
We have examined the consolidated financial statements and the financial statement schedules of
South Atlantic Financial Corp. and subsidiaries (Debtor-in-Possession) listed in the accompanying
index under Item 13(a) of this Form 10-K. Our examinations were made in accordance with generally
accepted auditing standards and, accordingly, included such tests of the accounting records and such
other auditing procedures as we considered necessary in the circumstances.
As more fully described in Notes 1 and 7, the Company’s 6¾% Subordinated Debentures in the
principal amount of $16,928,000 matured on February 15,1982. The Company was unable to repay the
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debentures and related interest on the scheduled maturity date and these obligations are in default. In
addition, the Company is in default with respect to its 6¼% Convertible Subordinated Debentures in
the principal amount of $1,738,000 and related accrued interest. The indenture trustees for the
respective issues filed suits for collection of the principal, accrued interest and costs of collection on
the debentures. On October 13, 1982, the Company filed a petition in the United States Bankruptcy
Court for the Southern District of Florida seeking relief under Chapter 11 of the Bankruptcy Reform
Act of 1978. The Company has continued as debtor-in-possession in Chapter 11 to conduct its business
in the ordinary course, subject to control of the Court. The accompanying consolidated financial
statements have been prepared on a going-concern basis. The going-concern basis assumes an entity
will realize on its assets and liquidate its liabilities in the normal course of business. Continuation of
the business as a going-concern is dependent upon the Company’s ability to develop a plan of reorgani
zation acceptable to the creditors and shareholders, obtain Court approval of the plan and, ultimately,
achieve profitable operations. The financial statements do not purport to give effect to adjustments, if
any, that may be necessary should the Company be unable to continue as a going-concern and
therefore, be required to realize on its assets and liquidate its liabilities in other than the normal
course of business, which could substantially reduce the amounts realizable.
As described in Note 4, the real estate industry is experiencing adverse economic conditions as a
result of high interest rates and a reduction in consumer demand. In this connection, the amounts and
timing of the ultimate realization of the Company’s real estate investments involve various assump
tions and estimates regarding future economic conditions. Present economic conditions surrounding
the real estate industry and the uncertainty of future events and conditions are such that the amounts
and timing of the ultimate realization of the Company’s real estate investments are the subject of
significant uncertainty at this date. As discussed in Note 1, the Company’s estimate of the allowance
for investment losses at October 31, 1982 does not include a provision for the projected cost of capital
during the estimated holding period of the investments since counsel has advised the Company that
interest on indebtedness generally ceases to accrue upon the filing of the petition for relief under
Chapter 11 of the Bankruptcy Reform Act of 1978 (October 13, 1982). However, there are certain
circumstances under which the Bankruptcy Court may require the Company to pay post-petition
interest. In light of the foregoing and due to the uncertainties surrounding the ultimate resolution of
the bankruptcy petition, it is not possible to determine the cost of capital, if any, over the projected
holding period of the Company’s real estate investments.
As discussed in Note 7, the Company is party to certain lawsuits, the ultimate outcome of which
cannot be determined at this time.
In our opinion, subject to the effects of such adjustments, if any, as might have been required had
the outcome of the matters referred to in the second, third and fourth paragraphs above been known,
the aforementioned financial statements present fairly the consolidated financial position of South
Atlantic Financial Corp. and subsidiaries (Debtor-in-Possession) as of October 31, 1982 and 1981 and
the consolidated results of their operations and the changes in their financial position for each of the
three years in the period ended October 31, 1982, and the financial statements schedules when
considered in relation to the basic financial statements taken as a whole, present fairly the information
required to be included therein, all in conformity with generally accepted accounting principles applied
on a consistent basis.
December 17, 1982
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IV
REORGANIZED ENTERPRISES

Some enterprises in NAARS recently had been reorganized under Chapter 11 of the United
States Bankruptcy Code and had been discharged from Chapter 11 proceedings when this survey
was made. Four examples of such enterprises are presented in this chapter.
EAGLE CLOTHES, INC.
Consolidated Balance Sheets

••••
Shareholders’ Equity (Deficiency) (Note 3):
Capital stock:
5% cumulative preferred shares—$100 par value:
Authorized, issued and outstanding, 10,015 shares
Class B preferred shares—$1 par value:
Authorized, 250,000 shares
Issued and outstanding, Series 1, 2,240 shares (Note 13)
Common shares—$1 par value:
Authorized, issued and outstanding, 5,000,000 shares
Additional paid-in capital (Note 2)
Deficit

July 31,
1982
1981
(Note 1)
(Note 16)

1,001
2
5,000
3,273
(9,182)
94

1,001
—

5,000
1,767
(11,762)
(3,994)
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Consolidated Statement of Shareholders’ Equity (Deficiency)
(For the Years Ended July 31, 1982
5% cumulative Class B—Series 1
preferred shares preferred shares
Number
Number
of
of
shares Amount shares Amount
10
$1,001
Balance, August 1, 1979
—
—
Common shares issued
pursuant to Plan of
_
Arrangement (Note 3)
Net income for the year
ended July 31, 1980
Balance, July 31, 1980
(Notes 1 and 14)
10
1,001
—
—
Net loss for the year
ended July 31, 1981
Balance, July 31, 1981
(Note 1)
10
1,001
—
—
Contribution of capital
in conjunction with
acquisition (Note 2b)
Role of Class B—
Series 1 preferred shares
(Note 12)
2
2
Net income
Balance, July 31, 1982
10
2
$1,001
$2
—

—

—

—

—

—

—

—

—

—

—

—

Common shares
Additional
Number
paid-in
of
shares Amount capital Deficit
2,822 $2,822 $3,944 $(25,114)
2,177
—

5,000
—

5,000

2,177
—

5,000
—

5,000

(2,177)
—

1,767
—

1,767

__

16,159
(8,955)
(2,807)
(11,762)

1,506
—

5,000

—

$5,000

—

$3,273

2,579
$ (9,182)

Notes to Consolidated Financial Statements
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1. Summary of Significant Accounting Policies
a. Basis of Presentation and Principles of Consolidation
The consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries. All significant intercompany profits, transactions and balances have been eliminated in
consolidation. Additionally the Company’s former subsidiary, which was sold as of July 31, 1982, is
included in the consolidated statements of operations and changes in financial position under the
caption discontinued operations for the year ended July 31, 1982.
The information presented for the period August 1, 1979 through April 29, 1980 includes the
accounts of Eagle Clothes, Inc. and its subsidiaries. Pursuant to the Plan of Arrangement (Note 3),
Eagle Clothes, Inc. assigned its subsidiaries to its creditors and, accordingly, the information pre
sented for the period April 30, 1980 to July 31, 1980 and the year ended July 31, 1981 includes only the
accounts of Eagle Clothes, Inc.
••••
2. Acquisitions and Recission
••••
b. Purchase of Assets and Liabilities of Lou Kuhn Manufacturing, Inc.
Concurrently with the acquisition of A-M, the Company through its wholly-owned subsidiary,
Chief Apparel, Inc. (originally incorporated as Chief Apparel of New York City, Inc.), purchased
certain current assets and liabilities from Lou Kuhn Manufacturing, Inc. (“LKM”) (originally incorpo
rated as Chief Apparel, Inc.) a menswear manufacturer. The purchase price was $1,417,750 which was
paid for through issuance of a promissory note. The purchase price recorded at present value was
approximately $455,000 (long-term debt of $1,417,750 less imputed interest of $963,000 (Note 7)). The
fair value of the acquired net assets exceeded the acquisition cost by $2,789,515 reduced from
$3,080,396 as previously reported at April 30, 1982 based on the reassessment at fair market value of
inventory acquired at October 29, 1981. The Company has recorded $1,283,177, the tax effect of the
$2,789,516 as income and the balance of $1,506,339 as additional paid-in capital.

Additionally, at the time of the acquisition, the Company’s indebtedness to LKM for working
capital advances and accounts payable were converted to a 9% promissory note of $4,082,250, due
December 1, 1992.
c. Security and Rescission Agreements
The parties to the transactions discussed in a. and b. above, executed separate security and
rescission agreements, dated October 29, 1981, pursuant to which each of the principals of LKM and
A-M may elect to rescind their portion of the transaction until June 30, 1985 upon the occurrence of
certain events.
On October 19, 1982 and effective July 31, 1982 the Company’s original agreement with LKM was
rescinded. Simultaneously LKM acquired 100% of the common stock of Chief Apparel, Inc. (“Chief’’)
from the Company. In consideration for the stock, LKM released the Company’s 9% promissory note
of $4,082,250 due December 1, 1992 and received a $2,082,250 6% promissory note (bearing interest
beginning October 1, 1987) from the Company due December 1, 1992. As a result of this disposition,
the Company recognized a gain on disposal of $928,546. For income tax purposes the gain will be
recognized in the year ending July 31, 1983 resulting in a deferred tax credit of $427,000. The 1982
results of operations of Chief have been segregated in the consolidated statements of income under the
caption “Loss from Discontinued Operations.” Additionally, as part of the rescission agreement cer
tain of the Company’s indebtedness to Chief principally for working capital advances, was converted
to promissory notes on October 19, 1982. The first—a noninterest bearing note payable to Chief in
seven equal quarterly installments beginning January 1, 1983 for $562,000 ($548,510 at July 31, 1982).
The second, a note for $562,000 ($548,510 at July 31, 1982) due to LKM on December 1, 1992 (added to
$2,082,250 promissory note totaling $2,644,250) bearing interest at 6% beginning October 1 , 1987 with
interest payable quarterly beginning January 1, 1988. The increase in the indebtedness converted is
due to interest for August and September 1982.
3. Chapter XI Proceedings: Plan of Arrangement
On November 1, 1977, the Company filed a Petition for an Arrangement under Chapter XI of the
Bankruptcy Act with the Clerk of the United States District Court for the Southern District of New
York. The Bankruptcy Court authorized the Company, as Debtor-in-Possession, to continue to operate
its business under the control of the Bankruptcy Court. The Company’s then active operating sub
sidiaries (which operated 12 stores and a manufacturing business) did not participate in the filing of
the petition under Chapter XI of the Act. In July 1978 two of these retail subsidiaries (which operated
10 stores) filed petitions under Chapter XI of the Bankruptcy Act and also operated as Debtor-inPossession. The Company continued operating as a Debtor-in-Possession until April 29, 1980, on
which date a Plan of Arrangement (Plan), as amended, was confirmed by the Bankruptcy Court and
the Company was discharged from Chapter XI Proceedings.
Under the Plan, the Pre-Chapter XI Creditors were to receive as full and final payment for the
Company’s Pre-Chapter XI liabilities (which aggregated $27,635,450) and the administrative costs
and expenses (which approximated $1,495,000) the following:
a. The proceeds of a $2,000,000 demand note from LKM
b. The capital stock of all of the Company’s subsidiaries (both the continuing manufacturing
segment and the discontinued retailed operation) and
c. All of the Company’s assets that are not employed in the manufacture of men’s apparel.
The two retail subsidiaries, that filed separate petitions in July 1978, did not file Plans of Ar
rangement with their respective bankruptcy courts and the assets of each corporation are being
liquidated for the benefit of the respective creditors of each subsidiary. Upon liquidation, any resul
tant excess of assets, if any, over post and Pre-Chapter XI liabilities (which are $1,594,752 and
$1,068,114, respectively) were assigned to the Company’s Pre-Chapter XI Creditors.
The $17,779,974 excess of the Pre-Chapter XI liabilities over the assets (net of the $1,495,000 in
administrative costs and expenses) paid to the creditors was forgiven and such forgiveness of indebt
edness has been included in the accompanying consolidated statement of operations for the year ended
July 31, 1980 as an extraordinary credit.
Simultaneously with the Company’s filing the Plan with the Court on October 15, 1979, the
Company also entered into a financing agreement with LKM. The agreement, which was approved by
the Bankruptcy Court, provided that LKM, upon confirmation of the Plan, purchase the Company’s
$2,000,000 demand note at par, and LKM was required to make advances to the Company for its
working capital requirements (see Note 6). In consideration for its financial assistance LKM was
issued 2,177,217 shares of the Company’s authorized $1 par value common stock. The issuance of the
common stock on April 29, 1980 resulted in a one-time charge to additional paid-in capital in the
amount of $2,177,217. The agreement with LKM also provided that the shareholder of the Company’s
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5% cumulative, preferred, $100 par value stock transfer 40% of his shares to LKM. The total of such
shares transferred to LKM amounted to 4,006.
14. Continuing Operations—Fiscal 1980
Included in the consolidated continuing operations for fiscal 1980 is the Company’s manufacturing
segment which is comprised of the accounts of the Company and its footwear manufacturing sub
sidiary, Juliet Footwear Co., Inc. Pursuant to the Plan of Arrangement the Footwear subsidiary was
assigned to the Pre-Chapter XI Creditors on April 29, 1980. The results of operations of such man
ufacturing subsidiary included in continuing operations are as follows:
For the period
August 1, 1979
to
April 29, 1980
Net sales
$1,801,372
Cost of sales
1,801,372
Selling, general and administrative expenses
213,324
2,014,696
Loss from continuing operations
$ (213,324)
Loss per share
$(.05)
Opinion of Independent Certified Public Accountants
Board of Directors and Shareholders
Eagle Clothes, Inc.
New York, New York
We have examined the consolidated balance sheet of Eagle Clothes, Inc. and subsidiaries as of
July 31,1982, and the related consolidated statements of operations, shareholders’ equity and changes
in financial position for the year ended July 31, 1982, and the supporting schedules listed in the index
in Item 13(a)(2). Our examination was made in accordance with generally accepted auditing standards
and, accordingly, included such tests of the accounting records and such other auditing procedures as
we considered necessary in the circumstances.
In our opinion, the consolidated financial statements referred to above present fairly the financial
position of Eagle Clothes, Inc. and subsidiaries as of July 31, 1982, and the results of their operations
and changes in their financial position for the year ended July 31, 1982, in conformity with generally
accepted accounting principles applied on a basis consistent with that of the preceding year. Further,
in our opinion, the supporting schedules present fairly the information required to be set forth therein.
October 29, 1982 (December 8, 1982 as to Note 12)
Report of Independent Certified Public Accountants
To the Board of Directors
Eagle Clothes, Inc.
We have examined the balance sheet of Eagle Clothes, Inc. as at July 31, 1981 and the related
statements of operations, changes in capital deficiency and changes in financial position, and schedules
for the year ended July 31, 1981. We have also examined the consolidated statements of operations,
changes in capital deficiency and changes in financial position and consolidated schedules for the year
ended July 31, 1980. Our examinations were made in accordance with generally accepted auditing
standards and, accordingly, included such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances, except as stated in the following para
graph.
Because we were not engaged as auditors until after July 31, 1979, we were not present to observe
the physical inventory at that date and we have not satisfied ourselves by means of other procedures
concerning inventory quantities at July 31, 1979. The amount of inventory at July 31, 1979 enters
materially into the determination of the results of operations and changes in capital deficiency and
financial position for the year ended July 31, 1980.
As shown in the financial statements, the Company incurred a net loss of $2,807,356 during the
year ended July 31, 1981 and the Company and its subsidiaries, before giving effect to the $17,779,974
forgiveness of indebtedness upon the confirmation of the amended Plan of Arrangement on April 29,
i.3
1980
incurred a loss from continuing operations of $1,620,559 for the year ended July 31, 1980. And, as
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of July 31, 1981, the Company’s current liabilities exceeded its current assets by $4,002,369 and its
total liabilities exceeded its total assets by $3,994,405. These factors, among other, as discussed in
Notes 1 and 3, indicate that the Company may be unable to continue in existence. The financial
statements do not include any adjustments relating to the recoverability and classification of recorded
asset amounts or the amounts and classification of liabilities that might be necessary should the
Company be unable to continue in existence.
Because of the materiality of the items referred to in the preceding paragraph, we do not express
an opinion on the balance sheet of Eagle Clothes, Inc. as at July 31, 1981 and the related statements of
operations, changes in capital deficiency and changes in financial position, and schedules for the year
ended July 31, 1981.
Because of the materiality of the items contained in the second and third preceding paragraphs,
we do not express an opinion on the consolidated statements of operations, changes in capital defi
ciency and changes in financial position and consolidated schedules of Eagle Clothes, Inc. and sub
sidiaries for the year ended July 31, 1980.
October 29, 1981
CONTINENTAL STEEL CORPORATION
Balance Sheet

••••
Shareholders’ equity (Notes 1, 11, 12, 17 and 19)
Common stock, par value $1 per share; authorized 25,000,000 and
10,000,000 shares; issued 10,569,363 and 5,428,116 shares,
including excess over par
Retained earnings (deficit) deficit of $48,120 eliminated at
March 31, 1982 (Note 1)
Less 156,356 shares of common stock in treasury, at cost
Total shareholders’ equity

As of December 31,
1982
1981
(in thousands)

50,446

52,627

(15,509)
34,937

(38,271)
14,356
1,200
13,156
$126,283

—

34,937
$79,808

Statement of Change in Other Capital Accounts
For the years ended December 31, 1982, 1981, and 1980
($ 000)
Preferred Stock
Class C
(including excess
over par)
Shares Amount
102,000 $357

Common Stock
(including excess
over par)
Shares Amount
5,428,116 $52,644

Balance, December 31, 1979 and 1980
Settlement of litigation and
__
Cancellations
(102,000) (357)
$Balance, December 31, 1981
5,428,116
Recording of Reorganization and
Quasi-Reorganization (Notes 1 and 17):
Issuance of Common stock upon
emergence from Chapter 11
proceedings
5,297,603
—
Retained deficit eliminated at
March 31, 1982
—
—
—
Quasi-Reorganization—Revaluation
—
—
of assets and liabilities
Cancellation of Treasury Stock
(156,356)
—
—
$ — 10,569,363
—
Balance, December 31, 1982
—

Notes
Treasury Stock Receivable
(at cost)
Under Stock
Common Stock Purchase
Plan
Shares Amount
$221
160,356 $1,221

(17) (4,000)
(21)
$52,627 156,356 $1,200

(221)
$_

13,215

—

—

—

(48,120)

—

—

—

33,924 —
(1,200) (156,356) (1,200)
$50,446 —
$ -

—
$—
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Notes to Financial Statements

1. Accounting Policies
(A) Reorganization Proceedings
Penn-Dixie Industries, Inc., (“Penn-Dixie Industries” or “Industries”) and its then wholly-owned
subsidiary, Penn-Dixie Steel Corporation (“Penn-Dixie Steel” or “Steel”) filed petitions for reorgani
zation under Chapter 11 of the Federal Bankruptcy Code (“Petitions for Reorganization”) in April of
1980. Callanan Industries, Inc., a then wholly-owned subsidiary of Industries, and Callanan’s sub
sidiaries, (“Callanan”) did not file a petition under the Bankruptcy Code. On March 15,1982, following
acceptance by the requisite vote of each class of creditors and interests entitled to vote on the plans,
the reorganization plans of Industries and Steel became final and the companies emerged from bank
ruptcy proceedings. In accordance with the terms of the reorganization plans, Penn-Dixie Steel was
merged into Penn-Dixie Industries and the Company’s name was changed to Continental Steel Corpo
ration (“Continental” or the “Company”). Distributions of cash, Common Stock and a $4,200,000 10%
Convertible Subordinated Income Debenture were effected in March of 1982 in payment of liabilities
which had been deferred pursuant to the reorganization proceedings. The retained deficit of the
Company was eliminated, as called for in the reorganization plans and as approved by the Company’s
Board of Directors, by the transfer from the capital in excess of par value account of an amount equal
to said retained deficit as of March 31, 1982. As a result of the Company’s emergence from Chapter 11,
former creditors acquired approximately 51% of the outstanding stock of the Company and the ability
upon conversion of the 10% Debenture to acquire additional Common Stock that would increase their
ownership to approximately 63%. (See Note 6)
(B) Quasi-Reorganization
In recognition of the change in ownership of the Company as brought about by the emergence
from Chapter 11, the Company believed it to be appropriate to adjust the carrying value of assets and
liabilities to their fair market value at March 31, 1982. The Board of Directors of the Company
directed that management consider obtaining regulatory approval for adjusting the carrying value of
assets and liabilities to a fair value. Following extensive research and consultations with legal counsel,
independent accountants and the Securities and Exchange Commission, management recommended
and the Company’s Board of Directors approved a quasi-reorganization to be effective as of March 31,
1982. Accordingly, all assets and liabilities of the Company have been retroactively restated as of
March 31, 1982, to their fair value determined as follows:
—Inventories—market value reduced by selling costs and a reasonable profit allowance.
—Property, plant and equipment—recent appraisal values.
—Assets of previously discontinued operations (including investments in Callanan Industries)—
estimated amount to be received upon sale of the assets (actual amount received has been used
for those properties sold prior to the date of this report).
—Debt due beyond one year—principal and interest payments due beyond one year have been
discounted at 15% per annum.
—10% Convertible Subordinated Income Debenture—appraisal from an investment banker.
—Liability for pension plans—amounts have been discounted at 15%.
—Federal income taxes—the installment obligation to pay prior year taxes is subject to a market
rate of interest and has been recognized at face value. No asset was established to reflect the
value of the Company’s net operating loss carryforwards. Where the foregoing valuation
methods resulted in an asset or liability’s assigned values being different than the related tax
basis, the Company will incur taxable income or deduction when the account is realized at its
assigned value. The potential income tax related to that income or deduction, discounted at 15%
to the estimated date of realization, has been reflected in the assigned value. In the cases of
land and inventory carried at LIFO (except for the LIFO decrement that occurred in 1982) it is
expected that the Company will continue to hold the assets indefinitely so that no future
taxable income will result; therefore, no tax adjustment was made to the fair value of the asset.
The net effect of adjusting values for potential income taxes was to decrease net assets by
approximately $3,460,000, of which approximately $1,500,000 relating to LIFO inventory was
transferred to income in 1982 when the LIFO inventory decrement occurred.
Quarterly results of operations for the quarters ended June 30 and September 30, 1982, as
previously reported have been restated to reflect recording of the quasi-reorganization as of March 31,
1982. See Notes 17 and 18.
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6. Long-Term Debt and 10% Convertible Subordinated Debenture:
Long-term debt is summarized as follows:
Mortgage notes payable 6.5% to 9.25% due 1983 to 1996
Obligations under Pollution Control and Industrial Development
Bonds, 5.9% to 9.50% due 1983 to 1999, net of debt discount
of $1,222
Obligations under capital leases
Less amounts payable within one year

As of
December 31, 1982
(in thousands)
$ 430
3,339
180
3,949
335
$3,614

The Company’s financing agreement, which provided for a $26,000,000 line of credit was by its
terms, renewed for one year in June 1982. The loan is collateralized by accounts receivable, inventory
and equipment of the Company. No amounts were outstanding under this agreement as of December
31, 1982. (See Note 19, for contemplated financing arrangements.)
Property, plant and equipment with a net carrying value of approximately $2,043,072 at De
cember 31, 1982 are pledged as collateral for obligations under pollution control and industrial de
velopment revenue bonds.
In connection with its reorganization (See Note 1) the Company issued its 10% Convertible
Subordinated Income Debenture to the Pension Benefit Guaranty Corporation (“PBGC”). Interest on
the debenture is payable in cash or, if the Company’s “funds available for payment” as defined in the
debenture agreement are not sufficient to allow for such cash payment, in the form of additional
debentures. The debentures are convertible into common stock at the rate of 847.46 shares for each
$1,000 principal amount (equivalent to $1.18 per share), said rate being subject to anti-dilutive provi
sions. The debenture agreement provides for mandatory sinking fund payments commencing in May
of 1983. Sinking fund payments during 1983 through 1997 are to be one-third of prior year’s “net cash
flow” as defined in the debenture agreement. Thereafter, and until maturity, the sinking fund pay
ment is to be the greater of one-third of prior year’s “net cash flow” or one-fifth of the principal amount
of debentures outstanding.
Interest payments due in September 1982 and March 1983 on the 10% debenture were paid to the
PBGC in the form of cash. No amounts are expected to be funde,d in 1983 under the sinking fund
requirements of the debenture. Accordingly, the entire carrying value of the debenture has been
categorized as a long-term liability.
Obligations under capital leases are payable in 1983. As of December 31, 1982, annual maturities
of long-term debt outstanding are as follows (in thousands):
1983 ............................................................................................$ 335
1984 ............................................................................................ 126
1985 ............................................................................................ 121
1986 ............................................................................................ 62
1987 ............................................................................................ 100
1988 and thereafter................................................................... 3,205
17. Effects of Distributions and Adjustments Resulting from Plan of Reorganization,
Disposition of Callanan and Quasi-Reorganization
In March 1982, the Company emerged from bankruptcy proceedings and also decided to dispose
of its Aggregate and Construction Division. The Company’s emergence from bankruptcy proceedings
resulted in settlement of previously deferred liabilities by distributions of cash, common stock and the
issuance of a debenture and by the continuance of certain liabilities on an installment payment basis.
Thereafter the Company’s Board of Directors authorized a quasi-reorganization; (See Note 1),
wherein the fair value of assets and liabilities were recorded, retroactively, as of March 31, 1982. The
following events are detailed and referenced to the balance sheet presented on page [sic] which
reflects March 31, 1982 balances immediately before and immediately after giving effect to these
events.
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I. Reorganization Adjustments:
A) Distribution of $564,000 to secured and priority creditors and distribution of $30,811,000 and
4,013,123 shares of common stock to unsecured creditors.
B) Distribution of $7,050,000, 1,284,480 common shares and a $4,200,000 10% Convertible Sub
ordinated Income Debenture to the Pension Benefit Guarantee Corporation.
C) Settlement of the IRS’s claim by an initial cash payment of $101,000, the creation of a current
and long-term liability to reflect additional quarterly installments to be made to the IRS over
a six-year period and the receipt of $464,000 from the IRS in March 1982.
D) Settlement of pollution control and industrial revenue bond indebtedness by payment of
$1,527,000 (for interest, principal, and administrative fees) and continuance of $255,000 as a
current liability, and $4,870,000 as a long-term liability.
E) Disposition of other taxing authorities’ claims by transfer of $2,435,000 to long-term liability
to be paid over a four to six year period and transfer of the remainder to current liability.
F) Continuance of $3,403,000 of employee benefit liabilities as a long-term liabilities.
G) Reclassification of $35,897,000 of cash and $2,266,000 of estimated termination costs in the
1981 historical balance sheet as “Discontinued Operations of Cement Division” and the set
tlement of $332,000 of liabilities via the deduction of accounts receivable.
H) Discontinuance of the Aggregates and Construction Division. At the time of the decision the
Company’s investment in the Aggregates and Construction Division, after reduction for $2
million paid to the Company in 1982 as a dividend, was written down to an estimated realiz
able value of $14,000,000 with a resulting loss of approximately $7,940,000.
I) As provided for in the Plans of Reorganization, transfer of the amount in the retained
earnings (deficit) account to the common stock account.
J) Continuance of both current ($144,000) and long-term ($165,000) liabilities relating to
capitalized lease obligations.
II. Quasi-Reorganization Adjustments:
K) To adjust property, plant and equipment to recent appraisal values.
L) To revalue pollution control and industrial revenue bond indebtedness via establishment of
debt discount.
M) To record the fair market value of the 10% Convertible Subordinated Income Debentures
based on an appraisal by an investment banker.
N) To adjust long-term liabilities for discount of pensions payable.
O) To adjust LIFO inventory values to a current replacement value.
P) To adjust various accounts to fair values at March 31, 1982.
The number of shares issued to each creditor under the Chapter 11 proceeding was determined
based on a formula contained in the reorganization plans. The shares were valued at $2.50 per share.
Because the cancelled liabilities were greater than the value of the shares issued, an extraordinary
gain of $2,452,000 was recorded. Thereafter, the retained deficit as of March 31, 1982, was eliminated.
Pro-Forma results of continuing operations, for the years ended December 31, 1982 and 1981,
assuming the Chapter 11 reorganization and the quasi-reorganization had occurred as of January 1,
1981 are as follows:
1982
1981
$153,912
$ 99,950
Sales
1,623
1,654
Interest and dividends
1,776
1,187
Other income
157,311
102,791
126,716
86,114
Cost of sales (exclusive of items separately classified)
13,744
8,655
Selling and administrative
21,521
18,936
Maintenance and repairs
4,191
4,075
Depreciation
4,867
4,203
Taxes other than income taxes
4,206
2,470
Interest
362
275
Other expense
175,607
124,728
(18,296)
(21,937)
Pre-tax loss
131
(463)
Income taxes (credits)
$(21,474)
$(18,427)
Loss from continuing operations
Per share amounts
$(1.74)
$(2.03)
Loss from continuing operations

Current Assets:
Cash & cash equivalents
(restricted & unrestricted).......................
Accounts & notes receivable (net)..............
Inventories ...................................................
Estimated realizable value of net
assets of discontinued operations...........
Other .............................................................
Total current assets..................................
Investment in unconsolidated
subsidiaries...................................................
Property, plant & equipment (net)................
Other ................................................................
Total assets................................................
Current Liabilities:
Amounts due financing company................
Current maturities of long-term debt........
Accounts payable and accrued
liabilities....................................................
Pre-petition Federal Income Tax
Payable .....................................................
Liabilities Deferred Pursuant to
Reorganization Proceedings Under
Chapter XI:
Secured and priority creditors’
claims ................................................
Pension Benefit Guarantee Corp.
claim..................................................
Amounts due to taxing authori
ties .....................................................
Pollution Control and Industrial
Revenue Bonds..............................
General unsecured claims.................
Total current liabilities......................
Long-term liabilities:
Long term debt......................................... .......
Federal income taxes payable................
10% convertible subordinated
debentures ............................................
Unfunded pensions & other
employee benefits.................................
Other pre-petition taxes payable.............
Total liabilities...................................
Common stock including excess
over par ................................................
Retained earnings (deficit).......................
Treasury stock at cost.............................
Total Shareholders’ Equity..............
Total Liabilities and Equity.............

PreReorganization
And Quasi- ________ Increase (Decrease)
Reorganization Reorganization, Callanan Disposition
March 31, 1982 and Quasi-Reorganization Adjustments March 31, 1982
Historical
Reorganization Quasi-Reorganization As Adjusted
$ 11,050
13,155
13,860

$ (1,128) (A)(D)(G)(H)
—

$ 9,922
13,155
30,000
14,600
2,351
70,028

36,314
74,379

14,000 (H)
(33,963) (G)
(21,091)

$ 16,140 (O)
600 (P)
—
16,740

21,952
24,162
1,168
$121,661

(21,952) (H)
—
—
$(43,043)

4,193 (K)
(166)(P)
$20,767

28,355
1,002
$99,385

$ 7,557
—

$ -

$ _
—
(3,520) (P)

$ 7,557
399
17,717
383

13,212

—

399 (D)(J)

8,025 (A)(E)(G)(H)
383 (C)

_

564
14,461
6,964
6,961
44,776
94,495

—

__

(564) (A)
(14,461) (B)
(6,964) (C)(E)

_
—

—

(6,961) (D)
(44,776) (A)(F)(G)
(64,919)

—

—
—
26,056

—

(3,520)

—

3,368
1,932

4,200 (B)

(1,667) (L)
—
(2,100) (M)

18,371
—
112,866

547 (F)
2,435 (E)
(50,770)

(5,870) (N)
—
(13,157)

13,048
2,435
48,939

52,627
(42,632)

(34,905) (A)(B)(E)(H)(1)
48,120 (I)
(5,488) (A)-(H)
—
7,727
$(43,043)

33,924 (K-P)

51,646

—

—
—

(1,200)
8,795
$121,661

5,035 (D)(J)
1,932 (C)

2,100

—
—

33,924
$20,767

(1,200)
50,446
$99,385
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18. Selected Quarterly Financial Data Restatement (Unaudited)
Due to the quasi-reorganization described in Notes 1 and 17, previously reported results of
operations for the three quarters ended September 30, 1983 have been adjusted as shown below.
Amounts as Previously Reported
March 31,
1982
$27,079

Sales and other revenues
Cost of sales (exclusive of items
separately classified)
Selling and administrative expense
Depreciation expense
Interest expense
Other expenses

22,564
2,602
870
429
6,228
32,693
(5,614)
(496)
(5,118)
(7,183)

Loss before items listed below
Income taxes (credits)
Loss from continuing operations
Gain (loss) from discontinued operations
Extraordinary gain on pre-petition
settlements
Net Loss
Per share amounts
Loss from continuing operations
Gain (loss) from discontinuing operations
Extraordinary gain on pre-petition
settlements
Net Loss

2,452
$ (9,849)
$ (.83)
(1.17)
.40
$ (1.60)

Quarter Ended
June 30, September 30,
1982
1982
(in thousands)
$26,633
$29,941
22,114
2,354
869
645
6,304
32,286
(2,345)
(18)
(2,327)
600
__

20,057
1,965
869
461
6,407
29,759
(3,126)
50
(3,176)
(166)
__

$ (1,727)

$ (3,342)

$ (.22)
.06

$ (.30)
(.02)

__

__

$ (.16)

$ (.32)

Amounts as Restated
March 31,
1982
Sales and other revenues
Cost of sales (exclusive
of items separately
classified)
Selling and administrative
expense
Depreciation expense
Interest expense
Other expenses
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$27,079

Quarter Ended
June 30, September 30, December 31,
1982
1982
1982
(in thousands)
$29,941
$26,633
$19,377

22,564

24,026

20,596

18,842

2,602
870
429
6,228
32,693

2,374
1,018
694
6,304
34,416

1,985
1,018
510
6,407
30,516

1,694
1,020
464
4,475
26,495

Loss before items
listed below
Income taxes (credits)
Loss from continuing
operations
Gain (loss) from dis
continued operations
Extraordinary gain on
pre-petition settlements
Net Loss
Per share amounts
Loss from continuing
operations
Gain (loss) from dis
continuing operations
Extraordinary gain on
pre-petition settlements
Net Loss

(5,614)
(496)

(4,475)
(18)

(3,883)
50

(7,118)
1

(5,118)

(4,457)

(3,933)

(7,119)

2,452
$ (9,849)

$ (4,457)

$ (3,933)

$ (7,119)

$ (.83)

$ (.42)

$ (.37)

(.67)

(1.17)
.40
$ (1.60)

$ (.42)

$ (.37)

$ (.67)

(7,183)

Auditor’s Opinion
To the Shareholders and Board of Directors
of Continental Steel Corporation
We have examined the balance sheet of Continental Steel Corporation (formerly Penn-Dixie
Industries, Inc.) as of December 31, 1982 and 1981, and the related statements of operations and
retained earnings (deficit), changes in other capital accounts and changes in financial position and
supporting schedules for each of the three years in the period ended December 31, 1982. Our exam
inations were made in accordance with generally accepted auditing standards and, accordingly, in
cluded such tests of accounting records and such other auditing procedures as we considered neces
sary in the circumstances.
As described in Note 1 to the financial statements, a majority of the Company’s common stock
was acquired by new shareholders (i.e. former creditors) in March 1982 through reorganization under
Chapter 11 of the Federal Bankruptcy Code. Furthermore, the Company’s business and management
changed significantly during the reorganization because of disposal of business segments and replace
ment of a majority of the directors. As a result of these events, the Company after emergence from
reorganization had many attributes of a new entity and adjusted its assets and liabilities to fair values
applicable to a new entity. These changes, described in Note 1, cause certain balance sheet accounts at
December 31, 1982 and related income and expense accounts for the nine months then ended not to be
comparable with similar accounts in the first three months of 1982 or prior years.
In our opinion, the financial statements referred to above present fairly the financial position of
Continental Steel Corporation as of December 31, 1982 and 1981, and the results of operations and
changes in financial position for each of the three years in the period ended December 31, 1982, and the
accompanying supporting schedules present fairly the information required to be included therein, all
in conformity with generally accepted accounting principles applied on a consistent basis, except for
the change, with which we concur, as described in the preceding paragraph.
April 19, 1983
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NATIONAL SHOES, INC.
Consolidated Balance Sheets
January 29, 1983 and January 30, 1982
January 29, January 30,
1983
1982
••••

Liabilities and Stockholders’ Equity
Current liabilities:
Current installments of long-term debt (note 3)
Current portion of obligation under capital
leases (note 7)
Current portion of liabilities deferred pursuant
to Chapter 11 proceedings (note 1)
Accounts payable:
Trade
Sundry
Total accounts payable
Accrued expenses:
Taxes, other than taxes on earnings
Salaries and wages
Administrative costs of Chapter 11
proceedings (note 1)
Other
Total accrued expenses
State and local taxes on earnings (note 5)
Security and rent deposits
Total current liabilities
Liabilities deferred pursuant to Chapter 11 proceedings
(note 1)
Long-term obligation under capital leases(note 7)
Long-term debt (note 3)
Commitments and contingent liabilities (note 7)
Stockholders’ equity (notes 1 and 4):
Common stock, par value $1 per share.
Authorized 4,000,000 shares; issued
2,403,117 shares (1,857,225 shares in 1982)
Additional paid-in capital
Retained earnings (deficit)
Less cost of 219,548 shares of common stock in
treasury
Total stockholders’ equity

$

29

27

364

308

7,174

4,702

7,875
426
8,301

2,595
314
2,910

63
534

93
400

—
266
864
121
_____79
16,935

480
515
1,489
54
91
9,584

20,348
2,193
1,407

35,708
2,530
690

2,403
10,633
(8,042)
4,993

1,857
9,814
(10,352)
1,318

971
4,022
$44,907

971
347
48,861

Notes to Consolidated Financial Statements
(1) Chapter 11 Proceedings and Modified Plan of Reorganization
On December 11, 1980 National Shoes, Inc. (National) filed a petition for reorganization pursuant
to Chapter 11 of the United States Bankruptcy Code. National’s financial problems were in the main
attributable to (i) a temporary cash illiquidity due to sales running below projections, (ii) high interest
expenses resulting from the prevailing high interest rates and (iii) the product mix of shoes. Also,
National had been unsuccessful in its efforts to work out an acceptable method of financing with its
consortium of financial institutions. On December 12, 1980 J. Baker, Inc. (Baker), a wholly owned
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subsidiary of National, also filed a petition for reorganization pursuant to Chapter 11. Baker’s financial
problems were primarily attributable to its interrelated transactions with National coupled with
Nation’s filing of a petition under Chapter 11. On these dates the United States District Court for the
Southern District of New York (Court) entered an order authorizing the Company to continue opera
tions as a debtor in possession.
In September 1981, Baker filed a plan of reorganization with the Court which was accepted by a
majority of the creditors and Baker was discharged from bankruptcy in June 1982.
In September 1982, National filed a modified plan of reorganization with the Court. National was
discharged from bankruptcy by the Court in December 1982.
Under the terms of the National plan, creditors claims will be settled as follows:
(a) The claims in Class A include administrative claims, priority claims and priority tax claims.
Administrative and priority claims were paid in full on the effective date of the plan (De
cember 1982). Priority tax claims will be paid in full, by making six equal annual cash
payments.
(b) Secured claims (Class B) will be paid in accordance with the terms and conditions of the
agreements between National and the holder of such claims.
(c) Holders of unsecured claims of $25,000 or less (Class C) had the option of accepting 50% of
their claim, in cash on December 15, 1982, in full satisfaction thereof or being treated under
the same terms as the remaining unsecured creditors (Class D).
(d) The remaining unsecured creditors (Class D) and the holder of an industrial revenue bond
claim (Class E) will be paid in full, by making minimum principal payments according to the
following schedule, which payments would be distributed pro rata to such creditors:
Effective date
$3.15 million
September 15, 1982
.55 million
.75 million*
December 15, 1982
1.25 million
May 15, 1983
1.25 million
August 15, 1983
2.2 million
December 15, 1983
1.0 million
May 15, 1984
3.0 million
December 15, 1984
1.0 million
May 15, 1985
2.0 million
December 15, 1985
1.3 million
May 15, 1986
1.3 million
December 15, 1986
1.3 million
May 15, 1987
1.3 million
December 15, 1987
1.3 million
May 15, 1988
1.3 million
December 15, 1988
1.3 million
May 15, 1989
1.3 million
December 15, 1989
Remaining balance
February 15, 1990
*Plus the difference between $1.2 million and the amount necessary ($1,080,000) to pay the
aggregate amount of Class C claims.
Interest on the then outstanding principal balance of unsecured claims will begin to accrue on the
earlier of February 1, 1985 or the date on which payments under the Baker plan of reorganization are
completed. The interest rate increases by 1% each year from the prime rate (minimum of 10% and
maximum of 15%) plus $250,000 in the first year to the prime rate plus 3% in the fourth year and
thereafter. Except for a payment of $250,000 on December 15, 1985, the accrued interest will be
payable semi-annually in installments of $1.3 million, commencing six months after the last principal
payment under the plan is made.
Commencing February 15,1983, deferred interest will accrue on the principal amount of $650,000
and will be paid on December 15, 1983.
The holder of an industrial revenue bond claim (Class E) of $2,563,000 will be treated the same as
the unsecured creditors (Class D) described above, except that payment of accrued and deferred
interest will be at 85% of the interest rate of the unsecured creditors.
In addition to the principal payments and accrued and deferred interest, National must make
additional distributions of asset sale proceeds, insurance proceeds and excess profits, as defined in the
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plan. National may also accelerate their payments under the plan. The payment obligation to the
unsecured creditors is secured by pledge of the capital stock of Baker. The modified plan also contains
restrictive covenants relating to the operations of National and financial covenants, including re
quirements concerning minimum consolidated net worth, maximum operating losses and inventory
levels, and restrictions against payment of cash dividends until all payments required under the plan
have been made.
Under the terms of the Baker plan, unsecured creditors claims will be settled in full as follows:
a. Fifty (50%) percent of the claims no later than 17 days after the confirmation date (which
payment was made in July 1982).
b. Twenty-five (25%) percent of the claims no later than 17 days after one year after the
confirmation date.
c. Fifteen (15%) percent of the claims no later than 17 days after two years after the confirma
tion date.
d. Ten (10%) percent of the claims no later than 17 days after three years after the confirmation
date.
In addition, the plan contains certain restrictive covenants, including provisions relating to
minimum consolidated net worth and working capital requirements, and restrictions against the
payment by Baker to National of any fees or cash dividends, or the making of any loans, until all
payments required under the plan have been made.
In July, 1982 Baker paid approximately $4,790,000 to its creditors as the first installment in
settlement of their claims. During the fiscal year, National made payments of approximately
$6,210,000 to its creditors.
As part of the settlement with the creditors, in December 1982, National distributed pro rata to
Class D and Class E creditors 545,892 shares of its common stock which represents 25% of its
outstanding common stock. The estimated fair market value of the stock at the time of the reorganiza
tion amounted to approximately $1,365,000. This amount will be charged to operations ratably (effec
tive rate of 3.3%) based on the outstanding principal balance of creditors’ claims through February 1,
1985, at which time interest will begin to accrue and be charged to operations on the then outstanding
principal balance under the terms of the modified plan of reorganization. Of the $1,365,000, $65,000
was charged to current operations with the balance recorded as a deferred charge.
In connection with the bankruptcy proceedings, the Company recorded a gain of approximately
$1,080,000 resulting from the election of certain Class C creditors to accept 50% of their claims in cash,
in full satisfaction thereof. The gain was substantially offset by administrative costs, such as attor
neys’ and accountants’ fees, incurred during the year ended January 29, 1983. Reflected in the
statement of consolidated operations for the year ended January 30, 1982 are $480,000 for administra
tive costs incurred through January 30, 1982 and $460,000 for the costs of settlement of leases dis
affirmed.
Store Closings and Other Items
In connection with the bankruptcy proceedings management of the Company undertook an indepth evaluation of all aspects of the Company’s operations. As a result of this review, in January 1981
the Company decided to close 54 stores and terminate license agreements with three department store
chains. All such closings took place by September 1981. In addition, in November 1981 the Company
decided to close an additional 34 stores.
The Company provided $1,053,000 and $3,991,000 in the statements of consolidated operations for
the years ended January 30, 1982 and January 31, 1981, respectively for the estimated closing costs
and operating losses of the closed stores. The components of the provision are as follows:
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January 30, January 31,
1982
1981
Store operating losses to dates of closing
$ 180,000
1,270,000
Write down of merchandise inventory
219,000
1,530,000
Write off of store furniture, fixtures
and leasehold improvements
750,000
1,986,000
1,149,000
4,786,000
Less proceeds from sale of lease rights
(96,000)
(795,000)
$1,053,000
3,991,000
The write down of merchandise inventory and the write off of store furniture fixtures and
leasehold improvements have been reflected in the respective accounts.
Sales relating to these stores, prior to the dates the Company decided to close the stores, are
included in the statements of consolidated operations and amounted to $4,678,000 and $21,217,000 for
the years ended January 30, 1982 and January 31, 1981, respectively.
Write Down of Merchandise Inventory
In the fiscal year ended January 31, 1981, cost of sales, buying and warehousing reflect substan
tial inventory markdowns. Higher than planned markdowns were taken in the fourth quarter in order
to liquidate inventory and generate cash since the Company was encountering severe liquidity prob
lems. The additional markdowns over plan amounted to approximately $2,000,000. Additionally,
during the period subsequent to January 31, 1981 while the Company was operating under Chapter
11, it continued to take higher than normal markdowns in an attempt to liquidate inventory. These
markdowns were reflected in the statement of consolidated operations as of January 31, 1981 to the
extent they applied to inventory on hand at January 31, 1981. These markdowns amounted to approx
imately $5,500,000.
Accountants' Report
The Board of Directors and Stockholders
National Shoes, Inc.:
We have examined the consolidated financial statements of National Shoes, Inc. and subsidiaries
as listed in the accompanying index. Our examinations were made in accordance with generally
accepted auditing standards and, accordingly, included such tests of the accounting records and such
other auditing procedures as we considered necessary in the circumstances. In connection with our
examinations of the consolidated financial statements, we also examined the supporting schedules as
listed in the accompanying index.
In our report dated October 26, 1982, our opinion on the January 30, 1982 and January 31, 1981
consolidated financial statements was qualified subject to the resolution of National Shoes, Inc.’s
bankruptcy petition. As explained in note 1, National Shoes, Inc. has been discharged from bank
ruptcy. Accordingly, our present opinion on the January 30, 1982 and January 31, 1981 consolidated
financial statements, as presented herein, is different from that expressed in our previous report.
In our opinion the aforementioned consolidated financial statements present fairly the financial
position of National Shoes, Inc. and subsidiaries at January 29, 1983 and January 30, 1982 and the
results of their operations and the changes in their financial position for each of the years in the
three-year period ended January 29, 1983, in conformity with generally accepted accounting principles
applied on a consistent basis. Also in our opinion, the related supporting schedules, when considered
in relation to the basic consolidated financial statements taken as a whole, present fairly in all material
respects the information set forth therein.
March 25, 1983
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PANEX INDUSTRIES, INC.
Consolidated Balance Sheets
As Of October 3, 1982 And September 27, 1981
1982

1981

$ 166
6,750
89
107
7,112
1,697
8,809

$ 156
6,016

184
36,146
6,608
(19)
42,919
$51,728

271
42,410
2,243
44,924
$57,315

1982

1981

1980

4,835

5,702

4,261

••••

Liabilities and Stockholders’ Equity
Current Liabilities
Current maturities of long-term debt—Note 3
Accounts payable, accrued expenses and other liabilities—
Note 8(e)
Payable to creditors under Plan of Reorganization—
Note 2
Accrued administrative expenses—Note 2
Total Current Liabilities
Long-Term Debt—Note 3
Total Liabilities
Commitments and Other Items—Note 8
Stockholders’ Equity—Notes 2 and 4
Common Stock, par value $.10 per share,
authorized 4,000,000 shares, issued 1,844,202
and 2,714,861 shares
Capital in excess of par
Retained earnings from June 4, 1981 (date of reorganization)
1,619 shares of Common Stock held in treasury, at cost
Total Stockholders’ Equity
Total Liabilities and Stockholders’Equity

2,156
2,200
10,528
1,863
12,391

Consolidated Statements of Income
For The Years Ended October 3, 1982,
September 27, 1981 And September 28, 1980
••••

Income Before Extraordinary Items—Note 8(f)
Extraordinary credits (charge):
Additional administrative expenses related
to the Bankruptcy Proceeding—Note 2
Net effect of debt settlement on discharge
from Chapter X Bankruptcy Proceeding
including applicable income tax
benefit of $900,000—Note 2
Settlement of litigation, less applicable
income taxes of $1,560,000—Note 8(i)
Use of net operating loss carryforwards—
Note 5
Net Income
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(470)
8,990

(470)
$ 4,365

1,843
3,660
14,493
$20,195

3,659
3,659
$ 7,920
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-

-

-

Consolidated Statements of Stockholders’ Equity (Deficiency)
For The Years Ended October 3, 1982,
September 27, 1981 And September 28, 1980
Common
Common
Total
Retained
Stockholders' Stock P r e f e rr e d Stock Capital
Earnings
$.10 Par Stock $.75 Par in Excess
Equity
from
of Par (Deficit) June 4, 1981
(Deficiency) Value Series B Value
$(12,340)
$ 83
$ 2,599 $ 39,249 $(34,233)
Balance at September 30, 1979
7,920
7,920
Net income
(4,420)
83
2,599
39,249 (26,313)
Balance at September 28, 1980
Cancellation of issued shares pursuant
(2,599) (17,356)
(83)
to Plan of Reorganization—Note 2
Distribution of 2,714,861 shares of
new common stock to creditors
pursuant to Plan of Reorganization
$271
26,878
27,149
valued at $10 per share—Note 2
17,952
20,195
$2,243
Net income—Note 2
Elimination of deficit at June 4,
1981 against capital in excess of par
in connection with reorganization—
(8,361) 8,361
Note 2
Benefit from use of net operating loss
carryforward after reorganization—
2,000
2,000
Note 5
44,924
271
42,410
2,243
Balance at September 27, 1981
Acquisition of 872,278 shares of
common stock of which 870,659
shares were retired and 1,619
shares were held in treasury—
(87)
(10,429)
(10,535)
Note 4
4,365
4,365
Net income
Benefit from use of net operating
and capital loss carryforwards—
4,165
4,165
Note 5
$184
$ 42,919
$ 36,146 $
Balance at October 3, 1982
$6,608
$
$
$

(19)

(14)

20,038

(20,038)

Common
Stock
Held in
Treasury
$(20,038)

Notes to Consolidated Financial Statements
Note 1—Summary of Significant Accounting Policies
••••
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d. The excess of purchase price over net assets of companies acquired relates to companies
acquired in fiscal 1969. In the fourth quarter of fiscal 1981, Panex wrote off $215,000 of excess
deemed to have no continuing value based on operations of the company to which the excess
relates. Management believes that there has been no decline in the value of the remaining
asset and it is not being amortized.
e. See Note 5 with respect to accounting for tax benefits from utilization of net operating loss
and other carryforwards arising prior to reorganization and discharge from bankruptcy.
Investment tax credits arising subsequent to reorganization will be accounted for by the
flow-through method when utilized.
f. For the year ended October 3, 1982, per share data is computed on 2,347,875 common shares
representing the weighted average number of shares outstanding during each year. For the
years ended September 27, 1981 and September 28, 1980, per share data is computed on
2,714,861 shares of common stock issued pursuant to the Plan of Reorganization (see Note 2).
Note 2—Plan of Reorganization and Discharge From Chapter X of the Bankruptcy Act
On August 31, 1976, The Duplan Corporation (“Duplan”) and one subsidiary, Duplan Fabrics, Inc.
(“Fabrics”), filed petitions for arrangement under Chapter XI of the Bankruptcy Act (the “Act”) in the
United Stated District Court for the Southern District of New York (the “Court”). On October 5,
1976, the Chapter XI cases were transferred to Chapter X of the Act, and a Reorganization Trustee
(“Trustee”) was appointed.
On June 4, 1981, the Court confirmed a Plan of Reorganization (“Plan”) which had been proposed
by the Trustee and accepted by a majority of affected creditors. Duplan and Fabrics were thereupon
discharged from bankruptcy, a new Board of Directors was appointed and Duplan’s name was changed
to Panex Industries, Inc. (“Panex”). On June 15, 1981, a Restated Certificate of Incorporation was
filed which changed the classes of securities which Panex is authorized to issue to 4,000,000 shares of
common stock, par value $. 10 per share.
Pursuant to the Plan, creditors of Duplan whose claims were allowed by the Court received
distributions of cash and new common stock, issued on the basis of one share of common stock for each
$10 of claims for which stock was issued, as follows:
1. Tax creditors ($486,000), creditors with claims of $3,000 or less ($682,000), and employees
($155,000) received cash equal to 100% of their claims;
2. Bank creditors ($39,114,000) other than Chemical Bank received (a) cash equal to 63.2% of
their claims and (b) new common stock equal to 23.8% of their claims; Chemical Bank received
(a) cash equal to 63.2% of its claim and (b) new common stock equal to 15.0% of its claim. Each
bank creditor (including Chemical Bank) also received its pro rata share of cash equal to 10.0%
and new common stock equal to 15.2% of the aggregate amount of the claims of Dissenting
Subordinated Debentures Creditors; in addition, Chemical Bank also received new common
stock equal to 5.1% of the aggregate amount of such claims;
3. Trade creditors ($2,092,000) received (a) cash equal to 40.8% of their claims and (b) new
common stock equal to 41.1% of their claims;
4. Senior subordinated notes creditors ($6,041,000) received new common stock equal to 100% of
their claims; and
5. 5½% Subordinated Debentures creditors ($19,824,000) who accepted the Plan received (a) cash
equal to 10.0% of their claims and (b) new common stock equal to 61.1% of their claims;
Debentures creditors who failed to affirmatively accept the Plan (Dissenting Subordinated
Debentures Creditors) received new common stock equal to 40.8% of their claims.
Existing stockholders and holders of options or warrants to acquire stock did not share under the
Plan.
The Plan also encompassed a settlement of the claims and counterclaims in an action between the
bank creditors, the Trustee and the successor trustee under the Indenture Agreement applicable to
the debentures which settlement provided, among other things, that: (i) the banks waive any security
interest in or liens upon the assets of Duplan or of its subsidiaries; (ii) Chemical Bank waives its claims
to set off $1,775,000 due Duplan and Fabrics under a factoring agreement against the amount due the
bank and the Trustee apply such amount to the cash distribution due the bank under the Plan; (iii)
the banks waive certain rights so that up to $6,000,000 ($1,982,000 in cash and $4,018,000 in new
common stock) otherwise payable to the banks will be payable to the debenture holders who accept the
Plan; (iv) debenture holders accepting the Plan release the banks and the successor indenture trustee
from all claims; and (v) the Trustee release the banks from certain other claims.

In accordance with the Plan, as of September 27, 1981; (i) cash payments of $24,261,000 were
made to bank creditors and $1,970,000 to certain other creditors; (ii) 2,712,045 shares of common stock
were issued and 2,816 shares (issued during fiscal 1982) were issuable at a value of $10 per share; and
(iii) a liability was recorded with respect to the $1,982,000 cash payment (which was paid during fiscal
1982) relating to 10% of the claims of 5½% Subordinated Debentures creditors and for $174,000
payable to certain other creditors. Previously issued shares of preferred and common stock were
cancelled and the holders thereof did not receive any distribution under the Plan.
The effect of the settlement of liabilities upon discharge from bankruptcy, net of legal and other
administrative expenses of $3,760,000 incurred during the reorganization proceedings, is reflected as
an extraordinary credit of $8,990,000 in the accompanying consolidated statement of income for the
year ended September 27, 1981. Pursuant to a ruling received from the Internal Revenue Service, the
gain on settlement does not represent taxable income. The extraordinary credit includes a tax benefit
of $900,000 related to a portion of administrative expenses estimated to be deductible for tax pur
poses.
The Plan further provided that administrative expenses incurred in connection with the reorgani
zation proceedings be paid in full. As of September 27, 1981, a liability of$2,200,000 had been recorded
for estimated unpaid administrative expenses consisting of legal, Trustee and other fees which were
subject to allowance by the Court. Through December 1981, the Court approved approximately
$1,652,000 of such fees. The $548,000 balance of the accrual principally related to a claim of approxi
mately $1,500,000 for allowances sought by the successor indenture trustee to which the Trustee had
objected. On March 31, 1982, the Court awarded $800,000 in connection with such claim. Principally as
a result thereof , an additional $470,000 of administrative expenses has been recorded as an extraordi
nary charge in the accompanying consolidated statement of income for the year ended October 3, 1982.
As of September 27, 1981, the Trustee was holding $12,172,000 as a fund pending resolution of a
disputed claim ($8,160,000) and for payment of the claims of debenture holders ($1,982,000) and
administrative expenses allowed by the Court ($2,030,000). In 1982, upon successful conclusion of
litigation relating to the disputed claim (see Note 8j), the balance of the fund, after payments of claims
of debentureholders and administrative expenses, was released to Panex by the Trustee.
For financial reporting purposes, as a result of the reorganization and to reflect the reorganized
status of Panex the deficit as of June 4, 1981 has been extinguished by a charge to capital in excess of
par and earnings subsequent to such date have been shown as retained earnings arising after the date
of reorganization. See Note 5.
Note 3—Long-Term Debt
1982
1981
$1,833,000 $1,977,000
Capitalized lease obligations (a)
42,000
30,000
Other
1,863,000
2,019,000
156,000
166,000
Less current portion
$1,697,000 $1,863,000
(a)—Wundies, Inc., a subsidiary, leases facilities from industrial development authorities under
terms requiring rental payments in amounts sufficient to service the underlying indebtedness (includ
ing interest at rates ranging from 2% to 11½%). At the subsidiary’s option, these leases, which expire
from 1984 through 1995, may be extended for additional terms at a nominal monthly rental or the
property may be purchased for a nominal amount.
As of October 3, 1982, the aggregate lease payments to be made on capitalized lease obligations
are as follows:
Fiscal year ending in:
1983
$ 281,000
1984
281,000
1985
270,000
1986
232,000
1987
602,000
Later years
737,000
Total Minimum Lease Payments
2,403,000
Less amount representing interest
570,000
Present Value of Minimum Lease Payments
$1,833,000
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Leased property of the subsidiary included in property, plant and equipment is as follows:

Land
Buildings and improvements
Machinery and equipment
Less accumulated depreciation

1982
$ 106,000
2,582,000
62,000
2,750,000
1,036,000
$1,714,000

1981
$ 106,000
2,582,000
62,000
2,750,000
904,000
$1,846,000

In November 1982, construction commenced on expansion of the leased property at an estimated
cost of approximately $550,000. The cost is being financed by a capitalized lease obligation, payable
over fifteen years commencing upon completion of construction, with interest, based on 10% of the
prime rate, not to exceed 15%.
Auditor’s Opinion
The Board of Directors and Stockholders
Panex Industries, Inc.
New York, New York
We have examined the consolidated financial statements and related schedules of Panex Indus
tries, Inc. (formerly The Duplan Corporation) and subsidiaries listed in Item 13(a)(1) and (2) of the
annual report on Form 10-K of Panex Industries, Inc. for the year ended October 3, 1982. Our
examinations were made in accordance with generally accepted auditing standards and, accordingly,
included such tests of the accounting records and such other auditing procedures as we considered
necessary in the circumstances.
In our opinion, the financial statements referred to above present fairly the consolidated financial
position of Panex Industries, Inc. and subsidiaries at October 3, 1982 and September 27, 1981, and the
consolidated results of their operations and changes in their stockholders’ equity (deficiency) and
financial position for each of the three fiscal years in the period ended October 3, 1982, in conformity
with generally accepted accounting principles applied on a consistent basis. Further, it is our opinion
that the schedules referred to above present fairly the information set forth therein in compliance with
the applicable accounting regulation of the Securities and Exchange Commission.
December 9, 1982
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V
LIQUIDATING ENTERPRISES

A liquidated enterprise is one that has discharged all its liabilities and distributed the re
mainder of its assets to its owners. Some enterprises in NAARS were in the process of being
liquidated when this survey was made. Three examples of such enterprises are presented in this
chapter.
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Overseas National Airways, Inc. (Dissolved)
Statements of Assets, Liabilities, and
Former Security Holders' Interest
December 27, 1982 and December 28, 1981
Page (i)
1981

1982

Assets
Cash, including certificates of deposit
of $1,260,000 in 1982 and $1,400,000
in 1981
Accounts receivable (net of allowance
for doubtful accounts of $50,000 in
1982 and $72,000 in 1981)
Prepaid expenses and other assets

$1,282,000

$1,431,000

483,000

32,000

_____ 2 , 0 0 0

2,000

$1,767,000

$1,465,000

$1,035,000

$

Liabilities and Former Security Holders'
Interest
Liabilities
Accounts payable and accrued expenses

560,000

Former Security Holders' Interest
Amount due to former shareholders,
warrant and option holders, subject
to the effects, if any, of matters
discussed in Note 3

Former security holders' interest per
share

__732,000

905,000

$1,767,000

$1,465,000

$0.16

$0.20

See Notes to Financial Statements
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Overseas National Airways, Inc. (Dissolved)
Statements of Income and Expense
Fiscal Years Ended December 27, 1982 and December 28, 1981
Page (ii)

1982

1981

$ 172,000

$ 294,000

116,000

289,000

89,000

141,000

Retroactive workmen' s compensation
insurance adjustment, etc.

—

148,000

Adjustment of state and city gross
receipts tax and interest

140,000

165,000

Interest income
EXPENSE:
Legal and accounting fees
Other administrative expense

__

Other expense
(Deficiency) of income over
expense

$ (173,000)

168,000
$ (617,000)

See Notes to Financial Statements

95

Overseas National Airways, Inc. (Dissolved)
Statements of Former Security Holders' Interest
Fiscal Years Ended December 27, 1982 and December 28, 1981
Page (iv)
Former
Security Holders'
Interest
Balance, December 29, 1980

$1,522,000
(617,000 )

(Deficiency) of income over expense

905,000

Balance, December 28, 1981

(173,000)

(Deficiency) of income over expense
Balance, December 27, 1982

$

See Notes to Financial Statements
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732,000

Overseas National Airways, Inc. (Dissolved)
Statements of Changes in Cash Balance
Fiscal Years Ended December 27, 1982 and December 28, 1981
Page (iii)
1982
Increase in accounts payable and
accrued expenses

$

475,000

1981

$

269,000

Less:
(Deficiency) of income over
expense
(Increase) decrease in accounts
receivable, security deposits,
prepaid expenses and other assets
Decrease in cash balance
Cash Balance At:
Beginning of period
End of period

(173,000)

(617,000)

(451,000)
(624,000)

14,000
(603,000)

149,000

334,000

1,431,000

1,765,000

$1,282,000

$1,431,000

See Notes to Financial Statements
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OVERSEAS NATIONAL AIRWAYS, INC. (DISSOLVED)
Notes To Financial Statements

1.

CESSATION OF OPERATIONS

The Company discontinued flight operations in September 1978
and, pursuant to a Plan of Dissolution and Complete Liquidation
adopted by its shareowners, dissolved on January 15, 1979. It is
currently winding up its affairs pursuant to the General Corporation
Law of Delaware.
In January, 1979, the Board of Directors approved and the
Company paid a liquidating dividend equivalent to $8.00 per share.
Holders of warrants and stock options representing 755,000 shares
were paid an amount equal to the differential between $8.00 and
the exercise price of the warrants or options. The total payment
aggregated $34,366,587 of which $30,695,784 was paid to shareowners
and $3,670,803 was paid to warrant and option holders.
In December 1980, an additional liquidating dividend of $0.60
per share was approved by the Board of Directors and paid. The
total payment aggregated $2,755,184.
2.

FORMER SECURITY HOLDERS' INTEREST PER SHARE

Former security holders' interest per share was computed using
4,591,973 securities formerly outstanding, comprising 3,836,973
shares of common stock and warrants and stock options representing
755,000 shares.
3.

LITIGATION

In December 1981, the Company reached settlement of litigation
brought in 1978 in which the plaintiff alleged breach of contract
by the Company. The Company paid $160,000 as full consideration
for a general release. This payment is included in other expense
in the accompanying 1981 statement of income and expense.
The Company is the defendant in a lawsuit in which the plaintiff
seeks aggregate damages of $2,925,000. The Plaintiff alleges breach
by the Company of a contract. In the opinion of the Company’s
counsel, the outcome of this matter is not presently determinable.
No provision has been included in the accompanying financial
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statements to cover any losses which may result from an adverse
settlement of this matter.
In January 1983, the Appellate Division of the New York State
Supreme Court reversed the decision of the New York State Tax
Commission which had sustained its assertion against the Company
of deficiency in corporation tax under N.Y. Tax Law Art. 9 for the
years 1968 through 1971 and 1974 through 1977 in the aggregate
amount of $82,063, plus interest. A similar tax is imposed by
New York City which has indicated receipt of notification of
deficiency from the State. Issues raised by the Tax Commission
on audit of the Company’s tax returns for subsequent years have
not yet been resolved. The accompanying financial statements
include provisions for these taxes and for the issues raised on
subsequent tax returns. The Company has also recorded at December
27, 1982 a receivable from a third party for amounts related to
issues raised on subsequent tax returns. The ultimate outcome
of the tax deficiency and issues raised by the New York State
Tax Commission and the collectibility of the related receivable
from a third party is not presently determinable.
4.

FEDERAL INCOME TAXES

The Company had loss carryovers to 1982 and 1981 for Federal
income tax purposes. Accordingly, no provision for Federal
income taxes was recorded.
5.

RELATED PARTY TRANSACTIONS

In 1982 and 1981, the Company incurred fees of approximately
$98,000 and $121,000, respectively, for services rendered by a
law firm of which one of the directors of the Company is a
partner.
6.

RETIREMENT PLANS

The Company terminated all pension plans in 1978. Amounts
due to participants in such plans were distributed to such
participants in 1979.
7.

LEASES

The Company has terminated its leases or sublet leased
aircraft but remains contingently liable under a lease if the
sublessee fails to perform. At December 27, 1982, its maximum
potential exposure under this sublease is $384,000. Total rent
expense for 1982 and 1981 was approximately $22,000 and $13,000
respectively.
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AUDITORS’ OPINION
Overseas National Airways, Inc. (Dissolved):
We have examined the financial statements of Overseas National
Airways, Inc. (Dissolved) (the "Company"), listed in the
accompanying table of contents. Our examinations were made
in accordance with generally accepted auditing standards and,
accordingly, included such tests of the accounting records
and such other auditing procedures as we considered necessary
in the circumstances.
As discussed in Note 3, the Company is the defendant in a law
suit in which the plaintiff alleges breach of a contract and
seeks damages aggregating $2,925,000. The ultimate outcome
of this matter is not presently determinable, and no provision
for any liability that may result has been made in the finan
cial statements.
As discussed in Note 3, in January 1983 the Appellate Division
of the New York State Supreme Court reversed a decision of the
New York State Tax Commission which had sustained its assertion
against the Company of deficiency in corporation tax for cer
tain years from 1968 to 1977. Issues raised by the Tax
Commission on audit of the Company’s tax returns for subse
quent years have not been resolved. The accompanying financial
statements include provisions for these taxes and for the
issues raised on subsequent tax returns. The Company has also
recorded at December 27, 1982 a receivable from a third party
for amounts related to issues raised on subsequent tax returns.
The ultimate outcome of the tax deficiency and issues raised
by the New York State Tax Commission and the collectibility of
the related receivable from a third party is not presently
determinable.
In our opinion, subject to the effects on the December 27, 1982
and December 28, 1981 financial statements of such adjustments,
if any, as might have been required had the outcome of the
litigation referred to in the second preceding paragraph been
known and subject to the effects on the December 27, 1982
financial statements of such adjustments, if any, as might have
been required had the outcome of the matters referred to in the
preceding paragraph been known, such financial statements present
fairly the assets and liabilities of the Company at December 27,
1982 and December 28, 1981 and the deficiency of income over
expense and changes in cash balance and in former security
holders' interest for the fiscal years then ended, in conformity
with generally accepted accounting principles applied on a
consistent basis.
February 15, 1983
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STATEMENT OF NET ASSETS IN LIQUIDATION
U. S. REALTY INVESTMENTS
(Liquidated January 5, 1983)

December 31,
1982
ASSETS
Cash and short-term investments
Participation rentals and other
receivables, net of allowance
for possible loss of $57,000
Notes receivable
Real estate investments

$28,837,000

TOTAL ASSETS
LESS LIABILITIES
Notes payable
Accounts payable and other liabilities
Liquidating distribution payable
5-3/4% Convertible Subordinated
Debentures
Less cash escrowed for purchase of
Debentures

January 5,
1983
(Note B)
$

961,000

886,000
4 ,397,000
7 ,449,000
41,569,000

886,000
4 ,397,000
7 ,449,000
13,693,000

2 ,694,000
1,270,000
27,257,000
31,221,000

2,075,000
1,270,000
-03,345,000

6 ,906,000

-0-0-03,345,000“

TOTAL LIABILITIES

6 ,906,000
-031,221,000

NET ASSETS IN LIQUIDATION

$10,348,000

$10,348,000

2,725,707

2,725,707

Number of shares of beneficial
interest outstanding (units of
interest in Liquidating Trust)
Net assets in liquidation per
outstanding share

$3.80

$3.80

See notes to financial statements
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STATEMENT OF CHANGES IN NET ASSETS IN LIQUIDATION
U. S. REALTY INVESTMENTS
(Liquidated January 5, 1983)
Year Ended December 31, 1982 and Period
Ended January 5, 1983

Beneficiaries’ Equity at January 1, 1982
Net loss from operations for the year ended
December 31, 1982, including liquidation
expenses (See Note F)
Net gain from sale of real estate investments,
mortgage loans, and foreclosed properties
under the Plan of Complete Liquidation
Adjustment of carrying values of certain assets
to estimated net realizable values at
December 31, 1982 upon adoption of liquidation
basis of accounting
Purchase of shares of beneficial interest under
the Plan of Complete Liquidation
Liquidating cash distributions on shares of
beneficial interest:
$3 per share, record date June 1, 1982, paid
June 15, 1982
$10 per share, record date December 31, 1982,
paid January 4, 1983
Net assets in liquidation at December 31, 1982
and January 5, 1983 (No change from January 1,
1983 to January 5, 1983)

See notes to financial statements
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$22,684,000

(1,356,000)

39,613,000

(2,227,000)
(12,932,000)

(8,177,000)
(27,257,000)

$10,348,000

NOTES TO FINANCIAL STATEMENTS
U. S. REALTY INVESTMENTS

NOTE A— PLAN OF LIQUIDATION
On January 6, 1982 the Trustees adopted a Plan of Complete Liquidation of
the Trust. The Plan provided that the Trust dispose of all of its assets
and that it be completely liquidated within twelve months from the date on
which the Plan is adopted. The Trust expects that its liquidation is in
conformity with Section 337 of the Internal Revenue Code, which permits the
Trust to avoid the payment of federal income taxes on all net gains from
sales of assets during the twelve month period ended January 5, 1983.
During 1982 the Trust sold substantially all of its assets and realized a
net gain of $39,613,000. Liquidating cash distributions were paid to
holders of beneficial interest in the amounts of $3.00 per share,
aggregating $8,177,000, on June 15, 1982, and $10.00 per share, aggregating
$27,257,000, on January 4, 1983. The Debenture holders were paid in full on
January 4, 1983, including a call premium of $102,000.
On January 5, 1983 the Trust completed its liquidation and all the remaining
assets and liabilities of the Trust were transferred to the U. S. Realty
Investments Liquidating Trust (the "Liquidating Trust”) to assure compliance
by the Trust with the provisions of Section 337 of the Code. The Trustees
of the Liquidating Trust will hold such assets for the benefit of the
Trust’s shareholders. As a result of the transfer of assets, shareholders
of record of the Trust as of the close of the business on January 5, 1983
became the holders of units of beneficial interest in the Liquidating Trust.
The certificates representing shares of beneficial interest in the Trust
will be deemed to evidence the same number of units of beneficial interest
in the net assets held under the Liquidating Trust. The Liquidating Trust
Agreement provides that the units of beneficial interest in the Liquidating
Trust are not transferable except by will, intestate succession or operation
of law.
The net amount ultimately available for distribution from the Liquidating
Trust depends on many unpredictable factors, such as the amounts realized on
the sale of the remaining real estate investments, carrying costs of the
real estate prior to sale, collection of the notes and other receivables,
settlement of claims and commitments, the amount of revenues and expenses of
the Liquidating Trust until completely liquidated, and other uncertainties.
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On January 27, 1982, the Trust settled a lawsuit filed by two dissident
shareholders and purchased all 811,300 shares owned by such shareholders and
an affiliate of one of them for $15.75 per share. The settlement further
provides that if all remaining shareholders receive at least $15.75 per
share in distributions under the Plan of Complete Liquidation, the dissident
shareholders have a right to receive a pro rata share of further
distributions in liquidation which are in excess of $15.75 per share after
recognition of a discount based on the time value of money for the earlier
distribution of $15.75 per share.
It further provides that the dissident
shareholders shall receive an additional distribution of not less than legal
fees incurred totaling $300,000. The liability for these legal fees has
been recorded in the accompanying financial statements.

NOTE B— BASIS OF PRESENTATION
The accompanying Statement of Net Assets in Liquidation as of December 31,
1982 and January 5, 1983 reflect the transactions of the Trust utilizing
liquidation accounting concepts as required by generally accepted accounting
principles. Under this method of accounting, assets are recorded at their
estimated realizable values and recorded liabilities reflect estimated
remaining obligations. Liquidation accounting methods have been adopted as
of December 31, 1982. Prior to that date the Trust recorded the results of
operations using accounting principles applicable to going concern entities
(See Note F).
The accompanying Statement of Net Assets in Liquidation as of January 5,
1983 reflects the assets and liabilities of the Trust immediately before the
transfer to the Liquidating Trust. Certain assets and liabilities (not
significant) relating to the period from January 1, 1983 to January 5, 1983
have been recorded as of December 31, 1982.
Because of the adoption of the liquidation basis of accounting as of
December 31, 1982, the presentation of comparable prior years' financial
data is not considered meaningful and has been omitted.
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N O T E C - - N O TE S R E C E I V A B L E

Notes receivable at December 31, 1982 and January 5,
1983 consist of the following:
13%, due $500,000 in June 1983, $25,000 quarterly to
December 1985, and $1,725,000 in December 1985,
and secured by second mortgages on land
13-1/2%, due $250,000 in December 1983 and $1,000,000
in August 1985, and secured by first mortgage on
land and personal guarantees
Interest at prime, due in April 1983, and secured
by irrevocable letter of credit
14%, due in April 1983, and secured by irrevocable
letter of credit
Other, including $250,000 paid in full in January 1983
Less allowance for possible loss

$2,500,000

1 ,250,000
525,000
275,000
297,000
4 ,847,000
450,000
$4,397,000

Notes receivable outstanding at December 31, 1982 and January 5, 1983 are
collectible over various periods until 1985 but may be converted to cash as
early as possible. The amount which will ultimately be realized in
liquidation on the remaining notes is not determinable at this time.

NOTE D— REAL ESTATE INVESTMENTS
Recent appraisals, expressions of interest in the real estate, and other
judgements were used by management to estimate the net realizable values
used as the carrying values for these investments in real estate.
The real estate investments at December 31, 1982 and January 5, 1983 consist
of a 50% stock ownership in a joint venture whose principal asset is land in
North Miami Beach, Florida, and two parcels of land held for sale located in
Boca Raton, Florida and Tamarac, Florida.
The real estate investments consisting of land are not presently providing
revenues to the Trust. Certain expenses, principally taxes and interest,
relating to these investments will be incurred until the real estate is
sold.

105

NOTE E— NOTES PAYABLE

Notes payable at December 31, 1982 and January 5, 1983 consist of the
following:
December 31,
1982
10%, due January 1984, and secured by
stock of joint venture
9%, due $26,266 quarterly including
interest to December 1983 with the
remaining amount of $555,063 due
in December 1983, and secured by
the Tamarac land
13-1/2%, due $300,000 in July 1985,
$300,000 in July 1986, and the
remaining amount in July 1987,
and secured by the Boca Raton land

$1,058,000

January 5,
1983
$

439,000

595,000

595,000

1,041,000

1,041,000

$2,694,000

$2,075,000

The financial statements of the joint venture also include a note payable of
approximately $2,500,000, with interest at 6% and payable to 1993, and loans
payable to stockholders of approximately $5,000,000 without interest.

NOTE F— RESULTS OF OPERATIONS FOR THE YEAR ENDED
DECEMBER 31, 1982
The following is a summary of the results of operations of the Trust for the
year ended December 31, 1982, exclusive of the net gain on sales of real
estate investments, mortgage loans, and foreclosed properties shown separa
tely in the Statement of Changes in Net Assets in Liquidation. The results
of operations shown below include the revenues and expenses of these assets
prior to being sold. Generally accepted accounting principles applicable to
going concern entities, including the historical cost basis of valuing
assets, have been used in the preparation of this information. Certain
income and expenses (not significant) for the period from January 1, 1983 to
January 5, 1983 have been included in the results of operations for the year
ended December 31, 1982.
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NOTE F— RESULTS OF OPERATIONS FOR THE YEAR ENDED
DECEMBER 31, 1982— Continued
Revenues
Managed property revenues
Leased property rentals
Interest income on short-term investments
Interest income on notes receivable
Equity in joint ventures' loss
Other income
Expenses
Managed property operating expenses
Interest
Depreciation and amortization
General and administrative, including
employee termination and other
liquidation expenses

Net loss from operations

$ 8,665,000
2 ,345,000
1 ,715,000
860,000
(194,000)
166,000
13,557,000
5 ,445,000
3 ,421,000
1 ,809,000

4,238,000
14,913,000
$ 1,356,000

Summary of Significant Accounting Policies
Income Recognition: Managed property revenues, leased property rentals and
interest income on mortgage loans and short-term investments are generally
recognized as income as they accrue. Accrual of income on mortgage loans is
suspended when delinquent for more than one month or when collection is
doubtful.
Participation rentals from net leased properties are included in
income when earned.
Depreciation and Amortization: Real estate investments are recorded at
cost and are depreciated on the straight-line method over their estimated
useful lives or the remaining term of the respective underlying lease.
Expenditures for maintenance and repairs are charged directly to operations,
and betterments and major renewals are capitalized.
Federal Income Taxes: No federal income tax benefit has been recorded as
the Trust has operating loss carryforwards at December 31, 1982.

NOTE G— LIQUIDATING TRUST
The Plan of Liquidation, as amended, permitted the distribution of any
remaining net assets from the Trust to the Liquidating Trust for the benefit
of holders of beneficial interest in the event that all assets of the Trust
were not reduced to cash by the expiration of the twelve month liquidation
period. On January 5, 1983 the Liquidating Trust was established for this
purpose.
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Each recordholder of the Trust’s shares of beneficial interest
contemporaneously with the distribution to the Liquidating Trust became
entitled as a beneficiary to an interest in the Liquidating Trust equal to
such holder’s percentage of the Trust’s outstanding shares of beneficial
interest as of January 5, 1983. There are no certificates representing
interests in the Liquidating Trust, nor are such interests negotiable or
assignable except by will, intestate succession or operation of law.
Distribution to the Liquidating Trust of the remaining net assets at their
estimated net realizable values results in a 1983 capital gain or loss to
the beneficiaries and a new tax basis and holding period for the net assets
attributable to them. Any net income or loss, including gains or losses
from the sale of the remaining assets, of the Liquidating Trust is taxable
to the beneficiaries, whether or not distributed to them. Since the
beneficiaries will have been taxed on the distribution of the remaining net
assets to the Liquidating Trust and on any income or loss of the Liquidating
Trust, they will not be taxed when the Liquidating Trust is terminated and
its assets are distributed.
The Liquidating Trust is managed by two Liquidating Trustees. The
Liquidating Trustees have the power to appoint and compensate agents and
employees of the Liquidating Trust to assist in the process of liquidation.
The Liquidating Trustees will administer the liquidation of assets,
payment of expenses and liabilities, temporary investment of proceeds from
the sale of assets, payment of expenses and distributions to the
beneficiaries of the Liquidating Trust. The Liquidating Trustees will
receive reasonable compensation for their services.
Distributions of net assets of the Liquidating Trust will be made to
beneficiaries as frequently as deemed prudent by the Liquidating Trustees.
For all purposes, including distributions, the Liquidating Trustees will be
required only to recognize as Trust beneficiaries those persons whose
interests appear on the books of the Liquidating Trust.
The Liquidating Trust has a calendar year and a cash basis of accounting for
tax purposes. Any items of income, deduction, expense or credit attribut
able to assets, liabilities or operations are treated as owned by the
beneficiaries, and any income will, subject to provision for contingent or
other liability and expense, be periodically distributed to beneficiaries in
the discretion of the Liquidating Trustees. Beneficiaries will be provided
annually with such information relating to the Liquidating Trust as shall be
necessary for preparation of their federal income tax returns.
The Liquidating Trust will terminate and its net assets will be distributed
to the beneficiaries as soon as its assets have been converted to cash and
all expenses and liabilities, contingent or otherwise, of the Liquidating
Trust and U. S. Realty Investments have been discharged or provided for.
The term of the Liquidating Trust is not intended to extend beyond three
years.

108

REPORT OF INDEPENDENT AUDITORS

To the Shareholders and Trustees
U. S. Realty Investments
Cleveland, Ohio

We have examined the statement of net assets in liquidation of
U. S. Realty Investments as of December 31, 1982 and January 5, 1983 and
the related statement of changes in net assets in liquidation for the
year and period then ended. Our examinations were made in accordance
with generally accepted auditing standards and, accordingly, included
such tests of the accounting records and such other auditing procedures
as we considered necessary in the circumstances.
As described in Note A to the financial statements, a plan of complete
liquidation of the Trust was adopted by its Trustees on January 6, 1982.
The Trust subsequently sold substantially all of its assets. As a
result, effective December 31, 1982, the Trust adopted the liquidation
basis of accounting whereby all remaining assets are recorded at their
estimated realizable values and recorded liabilities reflect estimated
remaining obligations. As of January 5, 1983, all remaining assets, net
of liabilities, were transferred to the U. S. Realty Investments
Liquidating Trust described in Note G, and U. S. Realty Investments was
liquidated. The accompanying statement of net assets in liquidation as
of January 5, 1983 reflects the assets and liabilities of the Trust
immediately before the aforementioned transfer to the Liquidating Trust.
It is not presently determinable whether the amounts realizable from the
disposition of the remaining real estate investments will differ
significantly from the amount shown in the accompanying financial
statements.
In our opinion, subject to the effects of the ultimate resolution of the
uncertainties referred to in the preceding paragraph, the financial
statements referred to above present fairly the net assets in liquidation
of U. S. Realty Investments at December 31, 1982 and January 5, 1983, and
the changes in net assets in liquidation for the year and period then
ended, on a liquidation basis of accounting as described in Note B to the
financial statements.

Cleveland, Ohio
March 11, 1983
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CONSOLIDATED
STATEMENT OF
NET ASSETS
VISUAL SCIENCES, INC. AND SUBSIDIARIES
(IN PROCESS OF LIQUIDATION)
CONSOLIDATED STATEMENT OF NET ASSETS
OCTOBER 31, 1982
ASSETS
CASH (including cash equivalents
of $25,310,949)
RECEIVABLES:
Settlement agreement
Other (net of reduction in
carrying value of $100,000)
INVENTORIES AND OTHER ASSETS
(net of reduction in carrying value
of $500,000)
Total assets

$25,528,701
$2,250,000
870,697

3,120,697

178,732
28,828,130

LIABILITIES
ACCOUNTS PAYABLE AND SHORT TERM DEBT
ACCRUED LIABILITIES RELATING TO
DEFERRED COMPENSATION AGREEMENTS

325,926
1,698,658

ACCRUED EMPLOYEE TERMINATION AND
COMPENSATION COSTS

759,257

OTHER ACCRUED EXPENSES

419,557

Total liabilities
NET ASSETS

3,203,398
$25,624,732

The accompanying notes to consolidated financial statements
are an integral part of this statement.
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CONSOLIDATED STATEMENT
OF CHANGES IN NET ASSETS
VISUAL SCIENCES, INC. AND SUBSIDIARIES
(IN PROCESS OF LIQUIDATION)
CONSOLIDATED STATEMENT OF CHANGES IN NET ASSETS
FOR THE PERIOD FROM AUGUST 5, 1982 TO
OCTOBER 31, 1982
NET ASSETS AS OF AUGUST 5, 1982:

$

Proceeds from Settlement Agreement, net
of adjustments and certain costs
(approximately $890,000) associated with
finalizing the Settlement Agreement ana
obtaining shareholder approval

580,696

30,362,155
718,488

Interest income
Purchase price of 84,685 shares of
the Company's common stock, 247,942
common stock purchase warrants,
and 55,476 employee stock options

( 2,233,522)

Estimated purchase price of rights to
equity securities issuable under
Deferred Compensation Agreements

( 1,698,658)

Debt discount, deferred financing costs
and registration expenses, net of proceeds
from the exercise of warrants and employee
stock options of approximately $70,000

(

434,300)

Estimated reduction in carrying value of
receivables, inventory and other assets
to proceeds projected to be realized during
liquidation, net of gross profits of $49,287
from sales of $294,627 during the period

(

550,713)

Selling, general and administrative expenses

( 1,083,748)

Interest expense

(

NET ASSETS AS OF OCTOBER 31, 1982

35,666)

$25,624,732

The accompanying notes to consolidated financial
statements are an integral part of this statement.
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$4,880,219

$4,880,219

18,270
8,713,933
( 8,157,776)

300,300

1,412,300

2,593,192

471,609
879,400
1,027,731
214,452

874,727

SHAREHOLDERS' EQUITY:
Preferred stock
Common stock, par value $.01 per
share; authorized 4,000,000 shares;
outstanding 1,826,979 shares
Additional paid-in capital
Retained earnings (deficit)

COMMITMENTS AND CONTINGENCIES

SUBORDINATED DEBT

Total current liabilities

$

450,065

174,597
109,388
166,080

4,430,154

439,607
59,028

1,994,258

$1,937,261

CURRENT LIABILITIES:
Accounts payable
Current portion of subordinated debt
Short term bank debt
Accrued expenses

LIABILITIES AND SHAREHOLDERS' EQUITY

The accompanying notes to consolidated financial statements are an integral part of this balance sheet.

DEFERRED CHARGES AND OTHER ASSETS:
Net investment in sales-type leases
Deferred financing costs
Other assets

Total current assets

CURRENT ASSETS:
Cash, including certificates of deposit and
commercial paper of $1,745,749
Receivables, including Panafax
Corporation of $202,728
Inventories, net of advances from
Panafax Corporation of $607,000
Prepaid expenses

ASSETS

OCTOBER 31, 1981

CONSOLIDATED BALANCE SHEET

(IN PROCESS OF LIQUIDATION)

VISUAL SCIENCES, INC. AND SUBSIDIARIES

CONSOLIDATED
BALANCE SHEET
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12,456,162

7,578,354

$.26
.18
$.44
1,784,853

($.73)
1,879,913

794,107

330,000

($.73)

($1,322,699)

( 1,322,699)

464,107

464,l07

( 1,322,699)

12 ,0 0 0

803,107
339,000

( 1,310,699)

45,000

848,107

286,065

222,346

( 1,310,699)

10,196,415
1,973,682

$

$13,304,269

5,043,438
2,312,570

$6,267,655

1981

(

135,000

1,578,084)

1,764,000)

1,705,969

($.85)

($.93)
.08

($ 1,443,084)

(

185,916

330,916
145,000

177,260

508,176

13,739,317

195,099

10,936,521
2,607,697

$14,247,493

1980

For the Years Ended October 31

The accompanying notes to consolidated financial statements are an integral part of these statements.

Weighted average number of shares outstanding

Net income (loss)

Net income (loss) per share of common stock:
Income (loss) before extraordinary item
Extraordinary item

Net income (loss)

Extraordinary item - reduction of income taxes
resulting from loss carryovers

Income (loss) before extraordinary item

Equity in (loss) of Panafax Corporation

Provision for income taxes

Reduction in carrying value of investment
in Sirvess, Inc.

Costs and expenses:
Cost of products sold
Selling, general and administrative expenses
Interest expense, net of interest income in the
amount of $118,609, $166,970 and $240,125,
respectively

Sales

For the Period
From November 1,
1981 to August 4,
______ 1982_______

CONSOLIDATED STATEMENTS OF OPERATIONS

(IN PROCESS OF LIQUIDATION)

VISUAL SCIENCES, INC. AND SUBSIDIARIES

CONSOLIDATED
STATEMENTS
OF OPERATIONS

BALANCE, August 4, 1982

-

-

2,974

6,270
( 6,299)
-

3,003

$297,400

627,000
( 629,900)
-

300,300

2,080,526

54,436
177,743
18,618
2,750
-

1,826,979

111,751
6,051
-

3,003
-

1,709,177

3,650
-

1,705,527

300,300

$

Common Stock

$20,805

544
1,777
186
28

18,270

1,118
60

17,092

37

$17,055

Par Value

---------------------

Shares

--

-

-

-

-

Par Value

$9,785,677

628,117
132,933
21,973
-

288,721

8,713,933

-

189,752
14,413

200,000

8,309,768

15,636
-

$8,294,132

Capital

Paid-in

Additional

The accompanying notes to consolidated financial statements are an integral part of these statements.

Shares issued on exercise of employee stock options,
net of registration expenses
Sale of preferred stock
Conversion of preferred stock into common stock
Conversion of warrants into common stock
Conversion of 12-1/2% convertible subordinated notes
Dividend on preferred stock
Net (loss) for the period

BALANCE, October 31, 1981

Value of preferred stock issuable under
the Deferred Compensation Agreements
Shares issued on exercise of employee stock
options, net of registration expenses
Shares issued on exercise of warrants
Sale of preferred stock
Net income for the period

BALANCE, October 31, 1980

Shares issued on exercise of employee stock
options
Net (loss) for the period

BALANCE, October 31, 1979

Shares

---------------------

Preferred Stock

AND THE TWO YEARS ENDED OCTOBER 31, 1981

FOR THE PERIOD FROM NOVEMBER 1, 1981 TO AUGUST 4, 1982

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

(IN PROCESS OF LIQUIDATION)

VISUAL SCIENCES, INC. AND SUBSIDIARIES

($9,523,186)

(
42,711)
( 1,322,699)

(8,157,776)

794,107

( 8,951,883)

( 1,443,084)

($7,508,799)

(Deficit)

Earnings

Retained

CONSOLIDATED
STATEMENTS OF
SHAREHOLDERS'
EQUITY

CONSOLIDATED STATEMENTS OF
CHANGES IN FINANCIAL POSITION
VISUAL SCIENCES. INC. AND SUBSIDIARIES
(IN PROCESS OF LIQUIDATION)
CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION
For the Period From
November 1, 1981 to
August 4, 1982
WORKING CAPITAL WAS PROVIDEO (USED) BY:
OperationsIncome (loss) before extraordinary item
Add (deduct) items not affecting working capitalDepreciation and amortization
Deferred compensation and credits
Equity in loss of Panafax Corporation
Reduction in carrying value of investment in Sirvess, Inc.
Provided (used) by operations before extraordinary item

$

118,498
(

( 1,204,201)
( 1,204,201)
627,000
181,649
133,119
22,000
(

($1,578,084)

94,163
289,000)

(

84,855
36,000)
1,764,000
177,260

314,270

412,031

330,000

135,000

644,270

547,031

300,300
321,571
14,473

15,673

562,704

1,291,366

240,433)

879,400

140,519

277,301

125,722
42,711

1,764,000

Total funds used

308,952

INCREASE (DECREASE) IN WORKING CAPITAL

($

COMPONENTS OF WORKING CAPITAL CHANGED AS FOLLOWS:
Increases (decreases) in current assetsCash
Receivables
Inventories
Prepaid expenses
Other current assets

($1,491,307)
(
976,153)
(
74,232)
(
48,680)
754,330

(

304,799)
746,000
780,129
65,327
1,286,657

($

549,385)

2,041,301

879,400

549,385)

$

$
(
(

( 1,836,042)

INCREASE (DECREASE) IN WORKING CAPITAL

464,107

10,752

WORKING CAPITAL WAS USED FOR:
Reduction of subordinated debt
Increase in net investment in sales-type leases
and other assets
Preferred stock dividends
Additional investment in Panafax Corporation

Decreases (increases) in current liabilitiesAccounts payable
Current portion of subordinated debt
Short term bank debt
Accrued expenses

1980

45,000

Sale of preferred stock
Exercise of employee stock options
Exercise of stock warrants
Conversion of 12-1/2% notes into common stock
Other
Total funds provided

1981

($1,322,699)

Extraordinary item — reduction of income taxes resulting
from loss carryover
Provided (used) by operations

For the Years Ended October 31

(
(
(
(
$

($1,478,597)

411,966

661,708
1,005,563
276,050)
123,529)

($1,057,217)
(
757,306)
400,873
61,719

1,267,692

( 1,351,931)

340,998
879,400)
268,972)
48,352)

(

72,735)

(

54,008)
77

855,726)

(

126,666)

411,966

($1,478,597)

The accompanying notes to consolidated financial statements are an integral part of these statements.
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NOTES TO
CONSOLIDATED
FINANCIAL
STATEMENTS
VISUAL SCIENCES, INC. AND SUBSIDIARIES
(IN PROCESS OF LIQUIDATION)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
OCTOBER 31, 1982
(1) Settlement Agreement ana
Plan of Liquidation:
Settlement AgreementAs more fully discussed in Note 12, the Company settled
its action instituted against Matsushita Electric
Industrial Co., Ltd. (MEI), Matsushita Graphic
Communication Systems, Inc. (MGCS), Panafax
Corporation (Panafax) and certain other parties. The
Settlement Agreement, approved by the Board of
Directors on May 18, 1982 and ratified by 2/3rds of
the holders of the Company's common stock on August
A, 1982, provides in part for: the termination of
the Visual Distribution Agreement which gave the
Company exclusive and non-exclusive rights to market
the MV1200 in various locations; the termination of
the Panafax Distribution Agreement which provided
Panafax essentially the same rights, in the United
States, as those provided in the Visual Distributor
ship Agreement; the assignment to MGCS of the KD511
agreement under which the Company asserted rights to
future models of transceivers manufactured by MGCS
and the sale to MGCS of all of the Panafax shares
held by the Company.
In consideration for the above,
MGCS agreed to pay to the Company $31,230,000 of
which $29,000,000 was paid at the closing (which took
place August 3, 1982) with the balance to be paid
when the Company files its Certificate of Dissolution
in the State of New York.
Plan of LiquidationA Plan of Liquidation ("The Plan") was adopted by the
Board of Directors of the Company on May 18, 1982 and
approved by the stockholders of more than 2/3rds of
the common stock of the Company on August 4, 1982.
The Plan provides for the Company to dispose of its
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remaining assets and satisfy its remaining
liabilities and distribute its assets to its
stockholders within one year from the date of
adoption of the Plan in order to comply with Section
337 of the Internal Revenue Code. Certain assets
will be distributed to directors of the Company, as
trustees for stockholders, to provide for payment of
any remaining liabilities of the Company, and any
balance held by such trustees will be distributed to
stockholders within three years.
As a result of the Plan, the financial statements as of
October 31, 1982 and for the period from August 5,
1982 to October 31, 1982, have been prepared on a
liquidating basis.
All non-liquid assets are stated
at their net realizable value.
The Company anticipates that its investment income
subsequent to October 31, 1982 will exceed period
costs to be incurred in connection with winding down
its operations. Accordingly, no such amounts have
been reflected in accompanying consolidated financial
statements.
(2) Summary of significant
accounting policies:
Principles of consolidationThe consolidated financial statements include the
accounts of the Company and its majority owned
subsidiaries. All significant intercompany accounts
and transactions with such subsidiaries have been
eliminated.
See Note 4 regarding accounting policies relating to
the Company's investment in Panafax Corporation prior
to the Company's decision to liquidate.
Research, development and tooling costsUnfunded research, development and tooling costs
incurred by the Company are included in selling,
general and administrative expenses in the year
incurred. Such costs represented approximately
15% and 40% of selling, general ana administrative
expenses, during the period from November 1, 1981 to
August 4, 1982 and for the two years ended October
31, 1981, respectively.
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Deferred financing costs
Deferred financing costs were amortized over the
estimated life of the 10-1/2% subordinated sinking
fund notes.
Federal and state income taxesThe provision for income taxes is based upon reported
income (loss) adjusted for differences that will
never enter into the computation of taxes payable
under applicable tax laws.
InventoriesInventories are valued at the lower of cost (first-in,
first-out) or market including material, labor and
overhead.
At October 31, 1982 the carrying value of
inventories was not material. At October 31, 1981
inventories consisted of raw materials, work in
process ana finished goods of approximately $95,000,
$155,000 and $255,000, respectively.
Income (loss) per share of common stockIncome (loss) per share has been computed on the
weighted average number of common and common
equivalent shares outstanding during the periods.
Outstanding warrants, options and convertible
debentures are considered common stock equivalents
when their effect is not anti-dilutive.
Sales-type leasesIn certain territories, the Company leases high speed
facsimile equipment directly to customers under
sales-type leases in order to facilitate completion
of international communication systems. The
components of such sales-type leases were not
material at October 31, 1982. The total future
minimum lease payments, residual value, and unearned
income were approximately $180,000, $35,000 and
$40,000, respectively, at October 31, 1981.
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(3) Distributorship Agreements:
The Company was engaged in the design, development and
distribution of facsimile equipment, together with
related equipment, for transmissions of graphic and
documentary materials.
In June, 1977, the Company entered into a Distributorship
Agreement with MGCS under which MGCS granted to the
Company the exclusive right to distribute the MV1200
facsimile transceiver in the Unitea States, Europe,
Mexico, Central and South America, Australia, and
Africa and either exclusive or non-exclusive
distribution rights in most of the rest of the world
other than 19 Middle and Far Eastern countries.
The
Distributorship Agreement was for a period of six years
with a provision for an additional four year extension
if certain conditions were met, primarily that
reasonable marketing requirements for the MV1200
existed at that time.
The Company had entered into a subdistributorship
agreement with Panafax (Note 4), granting the exclusive
right to distribute the MV1200 and peripheral equipment
in the United States.
In addition, the Company had
entered into subdistributorship agreements or
arrangements to distribute the MV1200 and peripheral
equipment with various foreign telecommunications
companies.
As a result of the settlement agreement discussed in Note
1, these agreements have been terminated.
A summary of domestic and international operations for
the period from November 1, 1981 to August 4, 1982 and
for the two years ended October 31, 1981, follows (in
thousands):
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Domestic

Total

International

For the period from
November 1, 1981 to
August 4, 1982:
Sales

$ 4,586

Net income (loss)

($ 1,774)

$

451

($ 1,323)

$ 2,171

$

889

$ 3,060

$ 9,589

$3,715

$13,304

Net income

$

$

$

Assets used in operations

$ 2,168

$2,712

$4,880

$10,637

$3,610

$14,247

Assets used in operations
October 31, 1981:
Sales

October 31, 1980:
Sales
Net income (loss)
Assets used in operations

232

($ 1,895)
$ 1,795

$1,682

$

562

452

$2,038

$ 6,268

794

($ 1,443)
$ 3,833

Substantially all domestic sales resulted from sales to
Panafax.
International sales resulted primarily from
sales to companies located in Europe, but also included
sales to companies in other territories which in the
aggregate were less than 10% of total sales. Sales to
the largest foreign customer during the period from
November 1, 1981 to August 4, 1982 and for the years
ended October 31, 1981 and 1980 were less than 10% of
total sales.
(4) Investment in Panafax Corporation:
In June, 1977, the Company entered into a Shareholders'
Agreement (Agreement) with MGCS and its parent company,
MEI which provided for the recapitalization and
restructure of the operations of a jointly-owned
company to form Panafax. Panafax sold and leased
facsimile equipment purchased from Visual as more fully
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described in Note 3. The Agreement contained certain
provisions with respect to the management of the
Company and Panafax, and provided the right of first
refusal should any of the three companies (Shareholders)
wish to sell its stock in Panafax.
Upon entering into
the Agreement, the Shareholders increased their
aggregate investment in Panafax to $1,800,000, the
Company’s share being $882,000.
In accordance with the
Agreement, the Shareholders had no further commitment
with respect to additional investments in Panafax.
In July 1980, the Shareholders of Panafax agreed to
invest an additional aggregate sum of $3,600,000. The
Company’s $1,764,000 share was charged to operations
during 1980, in accordance with the accounting policies
described below.
Effective July 1981, MEI and MGCS invested $5 ,400,000 of
equity in Panafax, thereby increasing their ownership
in Panafax to an aggregate of 73.5% and reducing the
Company's ownership from 49% to 24.5%. As a result of
the Settlement Agreement discussed in Note 1, the
Agreement has been terminated.
Certain financial information relating to Panafax, is as
follows (in thousands):
For the Period
From November 1,
1981 to August 4,
______ 1982_______
(unaudited)

For the Years Ended
October 31
1981

1980

$43,875

$38,798

$30,840

Shareholders'
equity (deficit)

($13,403)

($11,042)

($10,338)

Net (loss)

($ 2,361)

($ 6 ,104)

($ 6,174)

Assets
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The Company's investment in Panafax was reflected using
the equity method of accounting.
The Company had
reflected its equity in the losses of Panafax, and
eliminated its interest in profit on sales to Panafax,
to the extent of its investment.
The elimination of
such profit results in deferred income which would be
reflected in the Company's operations upon the sale or
rental (over the estimated depreciable life) of the
related equipment and accessories by Panafax.
The aggregate of the Company’s share of losses of Panafax
in excess of its investment and its interest in profit
on sales to Panafax which had not been eliminated as of
August 4, 1982, was approximately $4,125,000. As of
October 31, 1981, such amount was approximately
$3,550,000 after giving consideration to the diminution
of the Company's interest in Panafax effective July,
1981.
As of October 31, 1980 such amount was
approximately $6,150,000. See Note 1 for discussion on
the disposition of Panafax stock held by the Company.
(5) Subordinated debt and short-term
bank borrowings:______________
Subordinated debt at October 31, 1981 was as follows:
October 31, 1981
10-1/2% subordinated notes
with annual sinking fund
payments of $133,400
commencing June 1, 1982
(less unamortized debt
discount of $455,300)
7-1/2% convertible
subordinated debentures

Less current portion

$1,545,700
746,000
2,291,700
879,400
$1,412,300
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During the period from August 4, 1982 to October 31, 1982
the Company purchased at face value $1,835,500 of its
10-1/2% subordinated sinking fund notes (Notes) and
247,942 common stock purchase warrants (originally
issued in connection with these Notes) for a total
consideration of approximately $2,835,000.
The
purchase of the warrants of approximately $1,000,000,
unamortized debt discount of approximately $370,000 and
deferred financing costs of approximately $90,000
relating to these notes is reflected as a reduction in
the Consolidated Statement of Changes in Net Assets.
Additionally, during 1982, 21,080 common stock purchase
warrants were converted into 22,111 shares of the
Company's common stock, the conversion price being
funded by the surrender of Notes having a face value of
$158,100. As of October 31, 1982, there are 22,222
common stock purchase warrants outstanding.
All of the
aforementioned warrants are convertible into
approximately 1.05 shares of common stock per warrant
at $7.15 per common share.
During the fiscal year ended October 31, 1982, the
Company offered to the holders of its 7-1/2%
convertible subordinated debentures the right to
exchange such debentures for the Company's 12-1/2%
convertible notes due May 1, 1983. The 12-1/2% notes
were convertible into the Company's common stock at the
rate of 125 shares ($8.00) per $1,000 principal
amount.
Debentures aggregating $36,000 were tendered
for exchange and the 12-1/2% notes were issued. The
balance due on the then outstanding debentures of
$710,000 was paid by the Company during the fiscal
year. Subsequently, $22,000 of the 12-1/2% notes were
converted into the Company's common stock and the
remaining $14,000 is outstanding at October 31, 1982.
The debentures and notes contained certain covenants
including, but not limited to, restrictions on the
payment of dividends other than in the Company's common
stock. Additionally, the 10-1/2% notes provided that
any default by the Company or Panafax with respect to
any outstanding debt would be considered an event of
default under the note agreement.
At October 31, 1981 the Company had short-term bank debt,
representing 90-day term letters of credit used for the
purchase of equipment, with a weighted average interest
rate of 17%.
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Taxes computed at the statutory rate

$ 12

43

572

($603)
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2%

44%

(46%)

(

-%

46%

$339

42%

30) ( 4%) (

$369

1981

-%

46%

$145

44%

7) ( 2%)

-

$152

1980

During 1982, the Company amended the 1978 and 1980 plans to qualify for incentive stock option treatment.

During 1980, the Company reserved 100,000 shares of its common stock for issuance to key employees of the Company and
Panafax under its 1980 Plan. No options have been granted under the 1980 Plan, which has substantially the same terms as
the 1972 Plan.

During 1977, the Company reserved 100,000 shares of its common stock for issuance to key employees under its non-qualified
1977 Plan. In March, 1978. the Company adopted its 1978 Plan and reserved 200,000 shares of its common stock for issuance
to key employees of the Company and Panafax under this plan. The 1978 Plan (which supersedes the 1977 Plan) has terms
substantially the same as the 1972 Plan.

The Company's 1972 Qualified Stock Option Plan terminated in October, 1981. The option prices under this plan were
not less than the market value at the date of grant. Each option extended over a five-year period, with one-third
becoming exercisable annually, commencing two years from date of grant.

(7) Stock options:

At October 31, 1982, the Company has tax net operating losses of approximately $7,300,000 available to offset future
domestic taxable income, if any, which expire upon dissolution of the Company.

Provision for income taxes

Other, net

Domestic net operating loss benefits not
currently recognizable

For the Period
From November 1,
1981 to August 4,
______ 1982_______

The following is a reconciliation of the provision for Income taxes included in the consolidated statements of operations
with the amount derived by applying the Federal statutory rate to income (loss) before taxes (in thousands):

If the Plan of Liquidation is carried out in accordance with its terms, the proceeds from the Settlement Agreement of
$31,250,000 are not subject to income tax. As a result, the Company did not have taxable income during the period from
August 5, 1982 to October 31, 1982, and, accordingly no provision for Income taxes has been made.

(6) Income taxes:
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1981 ($4.75-$9.75)

2,965

170,082

94,756)
-

47,841

156,052

( 16,995)
-

(

94,756

1981

For the Years Ended October 31

666)

2,984)

38,164

170,082

(

51,066

122,000

94,423

94,756

(

95,422

1980

See Note 13 regarding loans made by the Company to officers and employees to exercise stock options.

In October 1982, the Company purchased all outstanding options (55,476) to purchase common stock held by employees
at a price equal to the difference between option prices and the amount ultimately distributable to the shareholders of
the Company upon dissolution. Such purchase price which is estimated to be approximately $310,000 is payable upon
dissolution.

Options exercisable, end of period

1980 ($4.75-$9.75)
-

( 60,193)
-

Shares under option, end of period at the following option prices:
1982

( 95,859)

Options exercised during the period at the following option prices:
1982 ($4.75-$9.75)
1981 ($4.75-$6.25)
1980 ($4.75)

156,052

1982

Options granted or (cancelled) during the period, net

1978 PLAN:
Shares under option, beginning of period

Options exercisable, end of period

1980 ($2.25-$3.38)

Shares under option, end of period at the following option prices:
1981

Options exercised during the period at the following option prices:
1981 ($2.25-$3.38)
1980 ($2.25)

1972 PLAN:
Shares under option, beginning of period

The following is a summary of activity under the Company's stock option plans:

(8) Preferred stock:
During 1981, the Company amended its certificate of
incorporation to provide authorization for the issuance
of 100,000 shares of preferred stock in series
determined at the discretion of the Board of Directors
and to reflect approval by the Board for the issuance
of 6,000 shares of Series A, 11% cumulative preferred
stock. The Series A preferred stock is convertible
into common stock at $7.50 per share and is redeemable
cumulatively at the option of the Company at 20% per
year.
In July, 1981 and February, 1982 , 3,003 and
1,370 shares, respectively, were solo to certain of
the Company's employees and directors at par value of
$100 per share.
The purchase price of such stock was funded by loans to
these individuals of $437,300 from the Company's
pension plan. Such loans did not exceed the
participants funded non-forfeitable accrued benefits
and were repaid, principally through loans from a
subsidiary of the Company (See Note 13), prior to
October 31, 1982.
In April, 1982, a director of the Company converted
1,399 shares of Series A preferred stock into 18,653
shares of the Company's common stock.
On February 12, 1982, the Company entered into an
agreement with IEC, the holder of approximately 11% of
common stock of the Company, pursuant to which IEC
agreed to sell 100,000 shares of the Company's common
stock in the over-the-counter market pursuant to Rule
144 under the Securities Act of 1933 and reinvest the
gross proceeds after commissions at par value, in the
Company's Series B, 11% cumulative convertible
preferred stock, the conversion price to be the average
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net proceeds to IEC, after provision for taxes and
commissions, of IEC's sale of common stock. Gross
proceeds of such sale were approximately $500,000;
provision for New York State and Federal capital gains
taxes was approximately $182,000 and commissions were
approximately $10,000.
The purpose of the transaction
was to provide working capital to the Company for
expenses of the litigation with MEI, MGCS and Panafax
referred to in Note 12 and the payment at maturity of
up to $746,000 of the Company's 7-1/2% convertible
subordinated debentures due May 1, 1982. The Company
amended its certificate of incorporation to provide for
4,900 shares of Series B preferred stock, which were
sold to IEC for $490,000 and which were convertible
into common stock at $3.08 per share pursuant to the
terms of the February 12 agreement.
During June, 1982,
the 4,900 shares of Series B preferred stock were
converted into 159,090 shares of the Company' common
stock.
(9) Investment in Sirvess, Inc.:
The Company owns 13% of the outstanding common stock of
Sirvess, Inc. (Sirvess), and had options which expired
in May 1980, to purchase the remaining outstanding
common stock. As a result of its continuing evaluation
of the realizability of this investment the Company has
reduced its carrying value of such investment to zero
as of October 31, 1981.
(10) Pension plans:
The Company has a defined benefit pension plan covering
substantially all of its employees. Pension expense
for the period from November 1, 1981 to August 4, 1982
was approximately $90,000.
The total pension expense
for 1981 and 1980 was approximately $130,000, and
$185,000, respectively, which includes amortization of
past service cost over fifteen years. The Company
makes annual contributions to the plan equal to the
amounts accrued for pension expense.
As of October
31, 1982, the actuarial present value of accumulated
vested benefits and the net plan assets available for
benefits were approximately $550,000.
The assumed
rate of return used in determining the actuarial
present value of accumulated plan benefits was five
percent.
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(11) Deferred Compensation Agreements:
During 1974 the Company entered into deferred
compensation agreements (Agreements) with three
executives which provided for maximum payments
aggregating $980,000 during a period of up to twelve
years following their retirement. Prior to 1981, the
Company accrued the present value of the portion of
these payments related to past services, resulting in
a cumulative unfunded provision of $400,000.
In March
1981, these Agreements were amended to change the form
of payment from cash to cumulative convertible
preferred stock of the Company with an aggregate par
value of $980,000.
Such preferred stock was
convertible to common stock at $7.50 per share, and
would have had a dividend rate as determined by the
Board of Directors at the time of the executive's
retirement.
The value, at the time of the amendment,
of the preferred stock issuable under these Agreements
related to past services (approximately $200,000) had
been reflected as additional paid-in capital, and the
balance of the cumulative provision of $200,000 was
credited to 1981 operations.
Subsequent to the approval of the Plan of Liquidation,
the Company's Board of Directors amended the agree
ments in November, 1982 to provide for lump sum
distributions.
The aggregate amount of such
distributions will be based upon the value of the
Company's common stock into which the preferred shares
would have been convertible.
Payments of $12 per
common share were made upon execution of the amended
agreements and will be adjusted on the distribution
dates to shareholders.
(12) Commitments and contingencies:
Litigation with MEI, MGCS and PanafaxAs discussed in Note 1, the Company settled its
litigation instituted December 14, 1981 on its own
behalf and on behalf of Panafax against MEI, MGCS,
Panafax and certain other parties.
In its complaint
the Company alleged, among other things, breach of
the Company's contractual and equitable rights in
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desk-top type facsimile transceivers currently being
manufactured by MGCS other than the MV1200,
interference by the defendants in the Company's and
in Panafax's business relations with third parties,
conversion by the defendants of the Company's
property rights in transceiver products and theft of
the Company's trade secrets.
An action initiated by certain employees of Panafax
against the Company, among other parties, during the
pendency of the above litigation was also settled.
Litigation with Integrated Communications
Incorporated (ICI)-___________________
In January 1981, the Company instituted an action
against ICI, Betacom Corporation and certain other
individuals alleging among other things, breach of
various contracts and the practice of unfair
competition against the Company.
This action was
settled as of November 1981, by agreement of the
parties, pursuant to which the Company received
among other things a cash settlement in the amount
of $150,000. Such amount was reflected as a
reduction of selling, general and administrative
expenses included in the accompanying consolidated
statement of operations for the year ended October
31, 1981.
Officers Life InsuranceThe Company is beneficiary of key-man life insurance
(face amount aggregating $1,350,000 reduced by loans
against the policies of approximately $380,000 at
October 31, 1982) on the lives of two executives.
(13) Receivables:
During 1982, a subsidiary of the Company made loans of
approximately $158,000, bearing interest at 9% per
annum, to officers and employees of the Company. The
proceeds of these loans were used to exercise stock
options.
Such loans are due upon dissolution of the
Company and are secured by the underlying shares of
common stock.
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In October 1982, a subsidiary of the Company made
additional loans of approximately $310,000, bearing
interest at 11% per annum, to officers ana employees
of the Company.
The proceeds of these loans were used
to repay loans from the Company's pension plan to
purchase shares of Series A preferred stock more fully
discussed in Note 8. Such loans are for a term of
nine months, payable in full upon dissolution of the
Company and are secured by the underlying shares of
preferred stock.
(14) Common and Preferred
shares outstanding:
The following table sets forth the activity relating to
the issuance and acquisition of the Company's common
stock during the period from August 5, 1982 to October
31, 1982.
Common stock outstanding at
August 4, 1982
Shares issued on exercise of employee
stock options and conversion of
common stock purchase warrants
Purchase of common stock (presently
held in treasury)
Common stock outstanding at
October 31, 1982

2,080,526

9,243
84,685)
2,005,084

At October 31, 1982 there were 2,974 shares of Series A
11% cumulative preferred stock outstanding.

130

SCHEDULE II

VISUAL SCIENCES, INC. AND SUBSIDIARIES
(IN PROCESS OF LIQUIDATION)
SCHEDULE II —

Name

AMOUNTS RECEIVABLE FROM RELATED PARTIES

Balance at
Beginning of Year

Additions

Collected

Balance at
End of Year

FISCAL YEAR ENDING OCTOBER 31, 1981:
Denis Krusos

$ 72,352 (a)

$ 72,352

Denis Krusos

$158,467 (b)

$

$158,467

Frank DiSanto

$202,718 (b)

$

$202,718

FISCAL YEAR ENDING OCTOBER 31, 1982:

(a) Represents a 9% note issued in connection with the exercise of employee
stock options, secured by the underlying shares of common stock.
(b) Represents 9% and 11% notes issued in connection with the exercise of
employee stock options and repayment of loans from the Company's pension
plan made to acquire preferred stock, respectively, of which, both are
secured by the underlying shares o f related stock. Such notes are payable
upon dissolution of the Company.
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SCHEDULE VIII

VISUAL SCIENCES, INC. AND SUBSIDIARIES
(IN PROCESS OF LIQUIDATION)
SCHEDULE VIII —

VALUATION AND QUALIFYING ACCOUNTS

Balance at
Beginning
of Period

Charged to
Operations

Balance at
End
of Period

$ 37,000

$ 70,000

$107,000

$ 65,000
42,000
-

$250,000
58,000
155,000

$315,000
100,000
155,000

-

30,000

30,000

$493,000

$600,000

FISCAL YEAR ENDING
OCTOBER 31, 1981:
OTHER
FISCAL YEAR ENDING
OCTOBER 31, 1982:
Inventories
Receivables
Fixed assets
Net investment in
sales type leases

$107,000
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SCHEDULE IX

VISUAL SCIENCES, INC. AND SUBSIDIARIES
(IN PROCESS OF LIQUIDATION)
SCHEDULE IX —

SHORT-TERM BORROWINGS

For the Years Ended October 31
1982
BALANCE AT END OF PERIOD

$

WEIGHTED AVERAGE INTEREST RATE AT END OF PERIOD

131,821

1980

1981

$758,759

$1,027,731

14%

17%

12%

MAXIMUM AMOUNT OUTSTANDING DURING THE PERIOD

$1,027,467

$1,050,000

$900,000

AVERAGE AMOUNT OUTSTANDING DURING THE PERIOD

$

$

$650,000

WEIGHTED AVERAGE INTEREST RATE DURING THE PERIOD

462,694
15%

600,000

12%

12*
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To Visual Sciences, Inc.:
We have examined the consolidated balance sheet of Visual
Sciences, Inc. and subsidiaries (a New York corporation in process
of liquidation) as of October 31, 1981, and the related consolidated
statements of operations, shareholders' equity and changes in
financial position for the two years then ended and the statements
of operations, shareholders' equity and changes in financial
position for the period from November 1, 1981 to August 4, 1982, all
on an historical cost basis, before adopting a plan of liquidation.
In addition, we have examined the statement of net assets as of
October 31, 1982 (on a liquidating basis) and the related statement
of changes in net assets for the period from August 5, 1982 to
October 31, 1982. Our examinations were made in accordance with
generally accepted auditing standards and, accordingly, included
such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances.
In our Auditors' Report dated January 29, 1982, our opinion
was qualified as being subject to the effect of any adjustments that
might have been required had the outcome of the litigation with
Matsushita Electric Industrial Co., Ltd., Matsushita Graphic
Communication Systems, Inc. (MGCS) and Panafax Corporation (Panafax)
referred to in Note 11 of the 1981 financial statements been known.
As more fully discussed in Note 1, in August 1982 this litigation
was settled, and as a result, MGCS agreed to pay the Company
$31,250,000 in exchange for certain rights and its ownership in
Panafax.
Accordingly, our present opinion on the 1981 consolidated
financial statements as presented herein, is different from that
expressed in our previous report.
As further discussed in Note 1 the Company's shareholders
approved a plan of complete liquidation on August 4, 1982. All
assets as of October 31, 1982 have been adjusted to their estimated
net realizable values and liabilities have been adjusted to reflect
estimated remaining obligations. Under the regulations of the
taxing authorities, relating to plans of complete liquidation to be
completed within one year, the proceeds of the settlement are not
considered taxable income to the Company.
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I n
o u r opinion, the accompanying consolidated balance sheet
and the related consolidated statements of operations, shareholders'
equity and changes in financial position present fairly (on an
historical cost basis before adopting a plan of liquidiation) the
consolidated financial position of Visual Sciences, Inc. and
subsidiaries as of October 31, 1981 and the results of their
operations and the changes in their financial position for the two
years then ended and for the period from November 1, 1981 to August
4, 1982, in conformity with generally accepted accounting principles
applied on a consistent basis.
Also, in our opinion the
accompanying consolidated statement of net assets and the related
consolidated statement of changes in net assets present fairly the
financial position as of October 31, 1982 and the changes in net
assets of Visual Sciences, Inc. and subsidiaries for the period from
August 5, 1982 to October 31, 1982 on a liquidating basis as
described in Note 1 to the consolidated financial statements.
We have also previously examined, in accordance with
generally accepted auditing standards, the balance sheets as of
October 31, 1980, 1979 and 1978, and the related statements of
income, shareholders equity and changes in financial position for
each of the two years in the period ended October 31, 1979 and 1978
(none of which are presented herein), and we expressed an
unqualified opinion on those financial statements.
In our opinion,
the information set forth in the selected financial data for each of
the four years in the period ending October 31, 1981 and the period
from November 1, 1981 to August 4, 1982, appearing on pages II-2 and
II-3, is fairly stated in all material respects in relation to the
financial statements from which it has been derived.
Our examinations were made for the purpose of forming an
opinion on the basic financial statements taken as a whole.
The
schedules listed in the index to consolidated financial statements
and schedules are presented for purposes of complying with the
Securities and Exchange Commission's rules and are not part of the
basic financial statements.
These schedules have been subjected to
the auditing procedures applied in the examination of the basic
financial statements and, in our opinion, fairly state in all
material respects the financial data required to be set forth
therein in relation to the basic financial statements taken as a
whole.
January 29, 1983.
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APPENDIX A
STATEMENT ON AUDITING STANDARDS NO. 34
The Auditor’s Considerations When A Question Arises About
An Entity’s Continued Existence

1. When the continued existence of an entity is imperiled, there is
heightened concern about the recoverability and classification of
recorded asset amounts and the amounts and classification of liabili
ties. This Statement provides guidance regarding the auditor’s con
siderations when information comes to his attention that raises a
question about an entity’s ability to continue in existence.1
2. Ordinarily, such a question relates to the entity’s ability to con
tinue to meet its obligations as they become due without substantial
disposal of assets, restructuring of debt, externally forced revisions
of its operations, or similar actions. Other factors, not presently
involving solvency, may also bring into question an entity’s ability to
continue in existence (for example, loss of key personnel, principal
customer, essential supply source, or primary revenue producing
assets).
1This Statement does not apply to an examination of financial statements based
on the assumption of liquidation (for example, when (a) an entity is in the
process of dissolution or liquidation, ( b ) the owners have determined to com
mence dissolution or liquidation, or (c) legal proceedings, including bankruptcy,
have reached a point at which dissolution or liquidation is probable).
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3. In an examination of financial statements in accordance with
generally accepted auditing standards, the auditor does not search for
evidential matter relating to the entity’s continued existence because,
in the absence of information to the contrary, an entity’s continuation
is usually assumed in financial accounting.2 Nevertheless, the auditor
remains aware that auditing procedures applied primarily for other
purposes may bring to his attention information contrary to that
assumption. In forming an opinion on the financial statements, the
auditor considers any such contrary information, together with any
factors tending to mitigate that information and any management
plans for dealing with the underlying conditions.
Contrary Information
4. In this context contrary information includes information that
comes to the auditor’s attention, at any time through the date of his
report, relating to an entity’s ability, at the date of the financial state
ments, to continue in existence. The following examples of contrary
information vary widely in importance, and some may have signifi
cance only when viewed in conjunction with others:
a. Information that may indicate solvency problems:
• Negative trends (for example, recurring operating losses,
working capital deficiencies, negative cash flows from opera
tions, and adverse key financial ratios).
• Other indications (for example, default on loan or similar
agreements, arrearages in dividends, denial of usual trade
credit from suppliers, noncompliance with statutory capital
requirements, and necessity of seeking new sources or meth
ods of financing).
b. Information that may raise a question about continued existence
without necessarily indicating potential solvency problems:
• Internal matters (for example, loss of key management or
operations personnel, work stoppages or other labor difficul
ties, substantial dependence on the success of a particular
project, and uneconomic long-term commitments).
• External matters (for example, legal proceedings, legislation,
2See Accounting Principles Board Statement No. 4, paragraph 25.
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or similar matters that might jeopardize an entity’s ability to
operate; loss of a key franchise, license, or patent; loss of a
principal customer or supplier; and uninsured catastrophes
such as drought, earthquake, or flood).
Mitigating Factors
5. Factors tending to mitigate the significance of contrary informa
tion concerning solvency relate primarily to an entity’s alternative
means for maintaining adequate cash flows. Examples of such factors
include the following.
a. Asset factors:
• Disposability of assets not operationally interdependent.
• Capability of delaying the replacement of assets consumed
in operations or of leasing rather than purchasing certain
assets.
• Possibility of using assets for factoring, sale-leaseback, or
similar arrangements.
b. Debt factors:
• Availability of unused lines of credit or similar borrowing
capacity.
• Capability of renewing or extending the due dates of existing
loans.
• Possibility of entering into debt restructuring agreements.
c. Cost factors:
• Separability of operations producing negative cash flows.
• Capability of postponing expenditures for such matters as
maintenance or research and development.
• Possibility of reducing overhead and administrative expendi
tures.
d. Equity factors:
• Variability of dividend requirements.
• Capability of obtaining additional equity capital.
• Possibility of increasing cash distributions from affiliates or
other investees.
6. Factors tending to mitigate the significance of contrary infor
mation not necessarily concerning solvency relate primarily to the
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entity’s capacity to adopt alternative courses of action (for example,
the availability of qualified persons to fill a vacated key position, the
likelihood of suitably substituting for a lost principal customer or
supplier, the possibility of adequately replacing assets seized or
destroyed, and the capability of operating at reduced levels or of
redeploying resources).

Consideration of Contrary Information
and Mitigating Factors
7. The auditor’s initial consideration of contrary information fo
cuses on the underlying conditions that resulted in the contrary
information (for example, whether the conditions are indicative of a
rapid or a gradual deterioration, whether they are temporary or
recurring, whether they are susceptible of corrective actions solely
within the entity, and whether they are applicable to identifiable
elements or segments of the entity or are pervasive). The auditor’s
initial consideration of mitigating factors is based primarily on (a)
knowledge of matters that relate to the nature of the entity’s business
and its operating characteristics and of matters affecting the industry
in which it operates, including an awareness of the specific effects and
general influence of international, national, and local economic con
ditions, ( b ) discussions with principal officers having responsibility
for administration, finance, operations, and accounting activities, and
(c) understanding of possible legal implications, if any, based on
discussions with appropriate legal counsel when that is deemed
necessary.
Consideration of Management Plans

8. Additional considerations often are necessary; they generally
focus on management plans that are responsive to the observed con
ditions that resulted in the contrary information. The relevance of
such plans to an auditor generally decreases as the time period for
planned actions and anticipated events increases, although longer
time periods may be more meaningful in industries with a lengthy
operating cycle. Particular emphasis ordinarily is placed on plans
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that might have a significant effect on the entity’s solvency within
a period of one year following the date of the financial statements on
which the auditor is currently reporting. The auditor’s considerations
relating to such management plans may include the following.
a. Plans to liquidate assets :
• Apparent marketability of the assets that management plans
to sell.
• Restrictions on the disposal of assets, such as covenants limit
ing such transactions in loan or similar agreements or encum
brances against assets.
• Possible direct and indirect effects of the disposal of assets.
b. Plans to borrow money or restructure debt:
• Availability of debt financing, including existing or committed
credit arrangements, such as lines of credit and arrangements
for factoring receivables or sale-leaseback of assets.
• Existing or committed arrangements to restructure or sub
ordinate debt or to guarantee loans to the entity.
• Possible effects on management’s borrowing plans of existing
restrictions on additional borrowing and the sufficiency of
available collateral.
c. Plans to reduce or delay expenditures:
• Apparent feasibility of plans to reduce overhead and adminis
trative expenditures, to postpone maintenance or research
and development projects, or to lease rather than purchase
assets.
• Possible direct and indirect effects of reduced or delayed
expenditures.
d. Plans to increase ownership equity:
• Apparent feasibility of plans to increase ownership equity,
including existing or committed arrangements to raise addi
tional capital.
• Existing or committed arrangements to reduce current divi
dend requirements or to accelerate cash distributions from
affiliates or other investees.
9. The auditor also should discuss with management any forecasts,
projections, budgets, or other prospective data, particularly data
relating to cash flows, that are available or that can reasonably be
developed and that are relevant in relation to the plans discussed in
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paragraph 8. The auditor should consider the support for significant
assumptions underlying the prospective data and should give par
ticular attention to assumptions that are
• Material to the relevant forecasts or projections.
• Especially uncertain or sensitive to variations.
• In deviation from historical trends.
The auditor’s considerations should be based on (a) reading of the
prospective data and the underlying assumptions, ( b ) knowledge of
the entity, its business, and its management, and ( c ) comparison of
prospective data in prior periods with historical results and of pro
spective data for the current forecast period with results achieved
to date. If the auditor becomes aware of relevant factors the effects of
which are not reflected in such prospective data, he should also take
those factors into account. The auditor’s function, however, does not
include predicting the outcome of future events, and an unqualified
opinion on the financial statements does not constitute a guarantee or
assurance by the auditor that the entity has the ability to continue for
any particular period beyond the date of his opinion.
Consideration of Informative Disclosures
10. The auditor should consider the need for, and the adequacy of,
disclosure of the principal conditions that raise a question about an
entity’s ability to continue in existence, the possible effects of such
conditions, and management’s evaluation of the significance of those
conditions and any mitigating factors. If disclosure is necessary and
a satisfactory resolution of the question depends primarily on the
realization of particular plans of management, the disclosure should
deal with that fact and such plans.
Consideration of the Effects on the
Auditor's Report
11. After (a) considering the significance of the contrary informa
tion and any mitigating factors, ( b ) discussing plans, prospective
data, and other appropriate matters with management, and ( c )
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making any substantive tests that the auditor considers necessary and
practicable to assess such information, factors, and plans, the auditor
may conclude that the question raised about the entity’s ability to
continue in existence should not result in a modification of his report.
On the other hand, the auditor may conclude that a substantial doubt
remains about the entity’s ability to continue in existence. In such a
case, he should consider the recoverability and classification of re
corded asset amounts, and the amounts and classification of liabilities,
in light of that doubt. Identifying the point at which uncertainties
about recoverability, classifications, and amounts require the auditor
to modify his report is a complex professional judgment. No single
factor or combination of factors is controlling. Reporting guidance is
provided in SAS No. 2, Reports on Audited Financial Statements, par
ticularly in “Inadequate Disclosure” (paragraph 17) and in “Uncer
tainties” (paragraphs 21 through 26).
12. An example follows of a report qualified for an uncertainty
about the recoverability and classification of recorded asset amounts
or the amounts and classification of liabilities because of a substantial
doubt about an entity’s ability to continue in existence.
(Explanatory paragraph)
As show n in the financial statem ents, the com pany incurred a net loss
of $ .............during th e year en d ed D ecem b er 31, 19XX, and, as of that
date, th e com pan y’s current liabilities ex ceed ed its current assets by
$ ...............and its total liabilities ex ceed ed its total assets by $ ..................
T h ese factors, am ong others, as discussed in N ote X, ind icate that the
com pany m ay be un able to continue in existence. T h e financial state
m ents do not includ e any adjustm ents relating to th e recoverability
and classification of recorded asset am ounts or the am ounts and classi
fication of liabilities that m igh t b e necessary should the com pany be
unable to continue in existence.

( Opinion paragraph)

In our opinion, subject to th e effects on the financial statem ents of
such adjustm ents, if any, as m ight have b een required had th e outcom e
of the uncertainty about the recoverability and classification of re
corded asset am ounts and the am ounts and classification of liabilities
referred to in th e p reced in g paragraph been know n, the financial state
m ents referred to above present fairly the financial position of X C om 
pany as o f D ecem b er 31, 19XX, and the results of its operations and
the changes in its financial position for the year then en ded , in con
form ity w ith generally accep ted accoun ting principles app lied on a
basis consistent w ith that o f th e p reced in g year.
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13. When financial statements of one or more prior periods are
presented on a comparative basis with financial statements of the
current period, reporting guidance is provided in SAS No. 15, Reports
on Comparative Financial Statements.3 If a substantial doubt about
the entity’s ability to continue in existence becomes apparent in the
current period, it would not imply that a basis for such doubt also
existed in the prior period. Accordingly, an uncertainty concerning
the recoverability and classification of recorded asset amounts, or the
amounts and classification of liabilities, in the financial statements of
the current period because of a substantial doubt about an entity’s
ability to continue in existence will not ordinarily affect the financial
statements of the prior period that are presented on a comparative
basis. Furthermore, modification of the auditor’s report on the current
period’s financial statements normally would adequately communi
cate the nature and significance of the uncertainty. Thus, the auditor
ordinarily should modify his report on only the current period’s
financial statements because of an uncertainty due to a substantial
doubt that arose in the current period about the entity’s ability to
continue in existence.

The Statement entitled The Auditor’s Considerations When a Question
Arises About an Entity’s Continued Existence was adopted by the assent
ing votes of the fifteen members of the board, of whom four, Messrs. Burke,
Leisenring, Tuffly, and Williamson, assented with qualification.

Messrs. Burke, Leisenring, and Williamson qualify their assent because
they object to paragraph 13. They agree with the premise stated in the
second sentence of that paragraph but do not agree that the conclusions
stated in the third and fifth sentences of the paragraph follow from that
premise. They believe (a) that an uncertainty concerning the recov
erability and classification of recorded asset amounts, or the amounts and
classification of liabilities, in the financial statements for the current period
logically also extends to the same assets and liabilities in the financial state
ments of the prior period that are presented on a comparative basis and
( b ) that this should cause an auditor, in an updated report, to express an
3SAS No. 15 is amended to add the following footnote to the second item of
paragraph 6:

See SAS No. 34, paragraph 13, for guidance concerning the auditor’s discovery of
an uncertainty about an entity’s ability to continue in existence.
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opinion different from that expressed in an earlier report on the financial
statements of the prior period, unless the auditor concludes that the present
uncertainty does not affect the prior-period financial statements because
the assets or liabilities to which the uncertainty could relate either were not
material in the prior period or were realized or liquidated subsequently.
Mr. Tuffly approves issuance of this Statement but qualifies his assent
with respect to paragraph 13. Although he does not necessarily disagree
with the reporting guidance in that paragraph, he believes that it conflicts
with SAS No. 15, paragraph 6. In his view, a consistent treatment should
be adopted for all uncertainties covered by SAS No. 15, paragraph 6.

Auditing Standards Board (1980-1981)

James J. L eisenring, Chairman
Robert W. Berliner
J. F rank Betts
John F. Burke
H erman O. Coleman
Robert K. E lliott
Philip E. F ess
D ennis R. Meals
Alvin J. Mentzel
John F. M ullarkey
John P. Thomas
L. E dward T uffly, Jr.

Myron W ald
Glenn M. W alker
W ayne W illiamson
D. R. Carmichael

Vice President, Auditing
Manager, Auditing Standards
Brian Zell
Manager, Auditing Standards

Meryl L. Reed

Note: Statements on Auditing Standards are issued by the Auditing Standards
Board, the senior technical body of the Institute designated to issue pro
nouncements on auditing matters. Rule 202 of the Institute's Code of Profes
sional Ethics requires adherence to the applicable generally accepted auditing
standards promulgated by the Institute. It recognizes Statements on Auditing
Standards as interpretations of generally accepted auditing standards and
requires that members be prepared to justify departures from such Statements.
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